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PACIFIC GAS AND ELECTRIC CO. 
DIVIDEND NOTICE 
Common Stock Dividend No. 95 


A eash dividend declared by the Board 
of Directors on September 13, 1939, for 
the quarter ending September 30, 1939, 
equal to 2% of its par value, will be pai 
a the Common Capital Stock of this 
mpany by check on October 16, 
1939, to shareholders of record at the 
close of business on September 30, 1939. 
The Transfer Books will not be closed. 


D.H Foote, Secretary-Treasurer. 
San Francisco, California. 

























“Call for 
PHILIP MORRIS” 


New York, N. Y. 
September 21, 1939 


Philip Morris & Co., Ltd., Inc. 


There has this day been declared a 
regular quarterly dividend of $1.25 per 
share on the 5% Convertible Cumula- 
tive Preferred Stock, Series A, payable 
December 1, 1939 to holders of Pre- 
ferred Stock of record at the close of 
business on November 15, 1939. 

There has also been declared a regu- 
lar quarterly dividend of 75¢ per share 
on the Common Stock, payable October 
16, 1939 to Common Stockholders of 
Record at the close of business on Octo- 
ber 2, 1939. 

L. G. HANSON, Treasurer. 
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With Th\e Editors 


ANYONE around Wall Street for 
long acquires a thick hide of skep- 
ticism toward the rumors and tips 
that float through. It’s not neces- 
sary to go in for active disbelief 
toward each doubtful report, so 
much as to shrug them off without 
bothering particularly about them. 
So many are unimportant for longer 
than the moment even if true, a 
good proportion are implausible 
when laid against facts already 
known, and if they come from good 
sources with every evidence of truth, 
then it is obvious that there was 
probably a purpose in letting them 
get out. They may help form a 
general picture of what is going on, 
but so far as the individual items 
are concerned, four out of five are 
better quickly forgotten. 

The same attitude toward war 





news would be mighty useful in- 
sulation. We have already seen a 
dozen cases of direct contradiction 
as to results of engagements; we 
know that propaganda departments 
are working overtime for the bene- 
fit of neutral opinion. Diplomatic 
moves are especially deceptive both 
in purpose and in the announced 
terms of agreements. For the time 
being, we might as well consider all 
sources of foreign news unreliable 
and fall back on the expedient of 
laying each item against the broad 
facts on record. We shan’t be able 
to tag them as true or false, but sim- 
ply as plausible or implausible. Then 
the futility of trying to change mar- 
ket policy with successive shifts in 
war developments will be clearer. 
This is by no means an argument 
against keeping eyes open and opin- 


Broadening Our Shopticam 


ions in gear with the trend of facts. 
But when Berlin and London can’t 
even agree on facts subject to easy 
proof, when peace efforts are faked 
in the mouths of innocent third 
parties, it is time to bring out the 
skepticism which has been useful in 
connection with other types of ru- 
mors and apply it to this new flood. 

If the market were not so thor- 
oughly under the sway of foreign 
events there would be less danger of 
misinterpretation, or what might 
more accurately be called “overin- 
terpretation.” As it is, a few more 
instances of Wall Street trying to 
run in four directions at once while 
being deluged with misinformation 
will probably suffice to correct that 
particular error. First experiences 
with any new type of controlling 
market factor are always confusing. 





By Dr. Max WINKLER 


By Joun C. Cresswiti 


By C. F. Morcan 


* * * IN THE NEXT ISSUE * * * 


Anglo-French Needs and Our Capacity to Fill Them 


What to Expect of November-December Business 


War Hits Hollywood—How Badly? 
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Chorles Phelps Cushing Photo 


Peaceful New York harbor is not without visible reminders that there is 


a war in Europe which will affect us directly and indirectly in innumerable 


ways. Luxury liners stay safely tied up. Camouflaged freighters slip in 


and out. For some of the important articles on the war's implications to 


our domestic economy see pages 652, 655 and 660. 
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Questions of the Day 


‘ a she solution of our unemployment problem at 
and? 

In August almost half a million additional people went 
to work and the total of unemployed dropped to the low- 
est level since December, 1937, according to preliminary 
figures of the National Industrial Conference Board. 
Since then the pace of reemployment has quickened, with 
the Union Pacific Railroad hanging out “Men Wanted” 
signs, and indications of labor shortage in some isolated 
cases. There are still nine million to go, however, and all 
that can be boasted of so far is a good start. 


Can "pay-as-you-go" policies like England's avert 
the bad after-effects of a world war? 

Not government debts but the dislocation of industry 
and the wrenching of millions of lives out of their normal 
pursuits constitute the threat of war to world economy. 
After all, the fact that citizens grouped as a nation owe 
tremendous sums to citizens as individual bondholders 
has little fundamental significance for the rest of the 
world. Depressed living standards, broken purchasing 
power, and shattered morale are the consequences to 
dread. Furthermore, just to keep the record straight, 
there is no assurance that England is actually committed 
toa policy of paying for the war out of current income. 
Evidence to the contrary is already at hand in talk of a 
very large bond issue to come at the first opportunity of- 
fered by the money market and investment demand. 


Whether England uses her cash or her credit to finance 
the war enterprise, the outcome presents equal dangers 
to world economy—after-effects which may be alleviated 
by other gains, but which are in themselves obviously and 
inevitably bad. 


Are American tax rates likely to follow the sky- 
rocketing example set by the British? 

In trend, yes, though hardly in actual severity of the 
levies. Even if we are to pay for a huge armament pro- 
gram beyond anything yet attempted, the nation is not 
ready to accept such a crushing burden on either cor- 
porate or individual incomes as England has imposed. 
Broadening of our tax base has influential backing, but 
no one has in mind anything like the English step of 
bringing in $10 weekly incomes. The first blow here will 
probably fall on corporations rather than individuals, 
with the voters to receive more direct attention after they 
have done their 1940 voting. It will help if the increases 
are gradual, as seems likely. 


Will the railroads be taken over by the Govern- 
ment if the United States gets into the war? 

Whatever the actual method, whatever one chooses 
to call the assumption of control by the Government, 
there is little doubt that the carriers will be operated un- 
der federal jurisdiction soon after we go into the frenzy 
of active war participation—if we do. 
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BY CHARLES BENEDICT 


WILL A WORLD WAR BE AVOIDED AFTER ALL? 


; = depends on Stalin. And thus far, there is no indi- 
cation that the so-called pact between Russia and Ger- 
many is anything more than a trade agreement, which 
German propaganda is trying to enlarge into a mutual 
assistance pact in a war purporting to be waged jointly 
against the Democracies. 

I do not believe this will materialize, as it would not 
be to Stalin’s interest to fight in behalf of Hitler—his 
sworn enemy. Just as Stalin objected to pulling the 
Anglo-French chestnuts out of the fire without certain 
reward, so I believe he will be just as unwilling to do the 
same for Hitler. There is no reason whatever for Stalin 
to go to war in Europe. He has nothing further to gain 
there and can only weaken himself for his real task in 
the Far East. 

In acquiring more than half of Poland, Stalin has 
erected a buffer area between 


since Russia entered the European scene via Poland. 
And while the heavy footfall may hurt Hitler consider- 
ably, he must “grin and bear it” because: (1) The 
French and English are concentrated on his western 
front. (2) Any internal weakening and disorder might 
even bring Russia—his new found friend—into Germany 
to “protect and establish order” with the resultant com- 
munistic regime. 

Germany is in a spot. As I indicated in my previous 
editorial, everything points to the possibility that Hitler 
fell into a trap when he made the deal with the Soviets. 
And Hitler now stands to lose everything he has gained 
in his last great gamble, which brought the communists 
back into Europe. 

Today Germany is in a most vulnerable position, open 
to attack from all sides, with the exception of her in- 





Russia and Germany. He is in 
the process of acquiring ports on 
the Baltic through arrangements 
with Estonia and Latvia. Cer- 
tainly, having gone to all this 
trouble to secure his frontiers, 
he is not going to permit Ger- 
many to acquire a foothold on 
the Black Sea. This would be 
the height of folly. And Stalin is 
not likely to gratify German 
ambitions in that direction. 

An indication of Stalin’s in- 
tent is seen in the maneuver 
which gave him control of the 
Polish - Rumanian frontier and 
shut Germany off from a direct 
route to the wheat and oil fields 
—and from a port on the Black 
Sea. There is every likelihood 
that Russia will not permit Ger- 
many to move through Hungary 
or Jugoslavia. Nor do I believe 
Stalin will make a deal with 
Germany which will extend Nazi 
influence in southern Europe 
giving Hitler power over mil- 
lions of Slavic people. 

The Russian Bear has trodden 
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tensely fortified western frontier. The German army has 
yet to prove itself. It won in Austria and Czechoslovakia 
because there was no opposition. It won easily in Poland 
because its motorized equipment fought against an out- 
dated military machine. 

The first real test for the German army will be when 
it meets the combined forces of the French and English. 
All three nations are on a more equal basis—for, in spite 
of German bluff and propaganda, she has as great a per- 
centage of antiquated equipment as either England or 
France. For the revolutionary changes which took place 
during this great rearmament race left all three nations 
with antiquated equipment on their hands frequently 
before the machinery in the works was completed. As it 
is, England and France, having rearmed intensively only 
in the past two years, should have a higher percentage of 
modern equipment than Germany—in spite of German 
boasts. 

In this connection, it was interesting to note that the 
Russian army in Poland was not mechanically equipped 
in the modern manner, and the mortality of Russian 
motorized equipment enroute from Russia to Poland 
emphasized the chronic defect in the Russian capacity 
to handle machinery—which I observed in 1935 when 
ruined tractors, a year or two old, were piled high along 
the roadside and left rusting in the fields because of lack 
of mechanical skill. 

Russia won her first encounter with Germany in a walk 
—because, just before the Polish invasion, Russia no less 
than England and France felt the menace of the Nazi 
program of continued aggression. It may have been in 
recognition of this situation that both Chamberlain and 
Daladier, believing that Stalin was as much interested 
in stopping Germany as they were, felt it unnecessary to 
agree to Stalin’s demand for a buffer area along the Baltic 
to protect his western front against the Nazis while the 
Soviets were busy in the Far East. This stalemate un- 
questionably irked Stalin who considered that France 
and England had more to gain from Russian assistance, 
and that he was not receiving the commensurate protec- 
tion and reward for his efforts that he was entitled to. 

Yet, England and France—with all the good-will in 
the world—were in a most difficult position because of 
the anti-comintern pact and the fear of communism 
among the small European states—with their millions of 
Catholic population—from the Baltic to the Black Sea. 
Neither England nor France could wish to be responsible 
for bringing the bolsheviks back into Europe. France 
particularly was fearful, surrounded as she was by fascist 
states. Her previous alliance with Russia had cost her 
dearly, and lost her the dominant position she had built 
up in Europe after the World War. Therefore, although 
the interests of Russia, England and France dovetailed 
as far as the immediate situation was concerned, the risk 
was deemed too great over the longer term. 

Unquestionably, Stalin had discussed the matter of 
the German alliance with both Britain and France, and 
had threatened the alternative of making a deal with 
Hitler—pointing out the advantages that would accrue 
o him under such circumstances. I do not believe the 
amouncement came as a surprise to Chamberlain or 
Daladier. In fact, Chamberlain, in the House of Com- 
mons, said that he had been aware of the possibility of 
‘Russian invasion of Poland. I should judge, therefore, 
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Wide World 
Tallinn, the Capital of Estonia, where Russia is acquiring 
new Baltic ports. 


both France and England realized that, after the momen- 
tary shock which inevitably the announcement of a Rus- 
sian-German Pact would give the world, the consequences 
resulting therefrom would be more advantageous to 
the Allies than if they themselves had made the deal 
with Russia. 

This may explain much that has taken place since 
which has been confusing. The inactivity on the west- 
ern front, for example, awaiting the outcome of the Nazi 
adventure into Poland. (Let us not forget that it was 
Paderewski who said that it was the Poles who had made 
the sacrifice for democracy and freedom.) 

What happened was that the German army did the 
work and Russia annexed more than half of Poland. 

The Russian army speedily moved and took control 
of Polish territory adjoinmg Rumania — closing the 
avenue for the entry of German troops into the wheat 
and oil fields. 

While German treachery improved the British and 
French position in the Far East, it is significant that 
the new, moderate government in Japan inclined toward 
better relations with the British and French. 

As matters stand at the moment, the Allies have the 
better of it. 

To sum up: 

Germany is afraid to attack on the western front as 
evidenced by the continuous attempts of the Nazis 
to divide England and France. The Nazis hesitate 
to take the measure of the French army because of 
their vulnerable position. 

Fearing defection by Italy at this critical moment, 
Hitler is urging Mussolini to declare himself. At the 
same time, he is hectically militarizing the Brenner 
Pass. 

The big Prussian landowners along the Baltic who 
hold power in the Baltic states, and from whom the 
German governing: and military leaders are derived, 
are not too pleased with the Soviet alliance—and 
with the distribution of large land holdings, which 
has already been begun by the Soviets in Poland. 
Thus, Hitler is faced with internal rebellion as well 
from the most powerful group in Germany. 

The air is full of rumors (Please turn to page 699) 
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Decisive Market Phase Ahead 


Although the market no doubt will remain sensitive to disturb- 


ing war developments and occasional peace feelers, the major 


trend is up. Hence we would regard any near term reac- 


tions as presenting opportunity for selective purchases. 


Sr A. 7. 


F or the past three weeks the market has churned 
around within a trading range, adding nothing—in terms 
of average closing prices—to the spectacular gain re- 
corded in the first nine sessions of advance after out- 
break of war. 

There have been two “peace scare” reactions in these 
three weeks. The first took our industrial average down 
5.82 points, the second —terminated Friday, Septem- 
ber 29 — took it down only 2.57 points. The comparable 
reactions in the Dow-Jones index were, respectively, 8.14 
points and 3.38 points. On the surface, the second peace 
scare looked more plausible than the first—to make it 
look so having been the obvious aim of the devious Ger- 
man-Russian “cooperation.” There is a double reason 
why it had so little effect on the market. First, the evi- 
dence has steadily mounted that, regardless of the ordeal 
they face, the British and French are determined not to 
accept a Nazi-dictated peace. Second, the reaction from 
September 12 to 18 reflected a technical position weak- 
ened by preceding concentrated advance, while the much 
smaller reaction from September 26 to 29 reflected a 
technical position strengthened by the preceding approxi- 
mate fortnight of backing and filling. 

It must be realized, of course, that the market is—and 
will remain—sensitive to the war news, and that allow- 
ance must be made for recurrent surprises and shocks 
which can not be forecast. Peace feelers from time to 
time no doubt will cast a damper on speculative enthu- 
siasm. German successes at arms or on the diplomatic 
front can prove unsettling. 

Yet in the matter of investing or trading one must 
have an opinion and a rational policy. Until we see con- 
vincing evidence to the contrary, our opinion will remain 
that the war, the domestic business recovery and the 
underlying upward trend of the market will continue; 
and that ownership of sound stocks will continue more 
attractive than liquidity. Our policy is to advise selec- 
tive purchases in all reactions, leaning more to cyclical 
issues which one would select on the basis of normal 
investment or speculative standards than to stocks which 
have suddenly become popular either wholly or mainly 
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on the basis of a war psychology. There is a simple way 
of protecting such commitments against the vagaries of 
a war-torn and uncertain world—guard them with intel- 
ligently placed stop-loss orders either actual or mental. 
- Since there have been many official and unofficial 
warnings against the danger of over-doing market specu- 
lation in the prevailing setting, a little perspective on 
the current position is in order. The two most striking 
facts are (1) the overwhelming preponderance of cash 
buying in this market; and (2) the continuing wide dis- 
crepancy between average stock prices and the volume 
of current business activity. 

It is quite true that stock prices are at all times in 
considerable measure a state of mind and that the rela- 
tionship between values and the business index is never 
fixed or standard. Nevertheless the evidence to date sug- 
gests a general tendency toward caution in appraising 
values rather than a wild speculation on possible future 
war orders. 

Our seasonally adjusted business index now stands al- 
most exactly where it was at the crest of the bull market 
in March, 1937, at which time our weekly index of 316 
stocks was at 122 as compared with approximately 72 
today. On an identical volume of business—with at least 
additional near term expansion virtually certain—the 
market is 50 points lower. 

Carrying the comparison further, in twenty-five trad- 
ing sessions following the start of this war, our weekly 
market index advanced 28 per cent and our daily aver- 
age of 40 industrials advanced 17 per cent. In the first 
twenty-five sessions of the June-July advance in 1938 
the gains were, respectively, 40 per cent and 31 per cent. 
Whereas the business index is now 97, it was only 74 
after those first twenty-five sessions of advance in the 
summer of last year. 

We are not contending that our 316 stock index should 
advance 70 per cent to catch up with prevailing business 
activity—but if former market appraisals of business 
activity and earning power mean anything at all, there 
seems to be adequate foundation for substantial addi- 
tional advance, regardless of whether it may or may not 
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approach the 1937 bull market high and regardless of 
whether it gets under way soon or only after a further 
period of trading range consolidation. 

Many people are asking: “Will not rapid business ad- 
vance inevitably leave us in a vulnerable position in the 
event that large scale war orders do not develop?” The 
answer, Of course, is yes—but there never has been a 
permanent business expansion, and we believe any effort 
now to forecast the next cyclical decline is premature by 
awide margin. Nobody knows what the world situation 
will be six months from now or even three months from 
now. But we do know something about the tremendous 
volume of new domestic orders that industry has re- 
ceived in recent weeks. Barring a sudden end of the 


war and a consequent change in the commodity price 
trend, business activity not only will advance further 
over the near term but will in all probability be main- 
tained at a high level at least through the first quarter 
of 1940. 

Moreover, we do not hesitate to make one firm 1940 
forecast that can only be subject to bullish interpreta- 
tion, provided we do not get into the war. That is that 
we shall see the Administration propose and Congress 
adopt a bigger armament program than the one now in 
progress. A good guess, we think, would be $3,000,000,000 
—bigger and more inflationary by far than the lend- 
spend pump-priming measure that Congress turned 
down earlier this year. —Monday, October 2. 
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Neutrality and 


BY E. 


= is now concerned with only two subjects 
—legislation in Congress to preserve our neutrality, and 
activities in the executive departments to prepare for 
war. 

The superficial inconsistency of this situation is trou- 
bling some people who wonder if the administration 
secretly believes that the United States will be at war in 
the near future in spite of President Roosevelt’s an- 
nounced determination to keep out. 

The best answer obtainable from official and un- 
official sources is that the administration is definitely 
planning to remain neutral but is preparing for any 
eventuality. With war abroad in the world it behooves 
every neutral to look to its own defenses both military 
and economic. Therefore preparedness plans are being 
rushed with characteristic New Deal zeal which give 
the capital an air of war hysteria. Civil departments 
have dropped their normal routine and apparently for- 
gotten domestic problems in an attempt to do their bit 
for preparedness in case war should come or our economy 
should be disrupted by war elsewhere, and the appear- 
ance of war fever is increased by such things as locked 
and guarded White House gates and the hurried sum- 
moning of conferences and committees. 

Preparedness is thorough this time, and if war should 
come the country will not be caught the way it was in 
1917 with production, prices and employment disorgan- 
ized. But there is also just as much preparedness for neu- 
trality and the problems which grew out of neutrality in 
1914-16, preparedness not only against ship sinkings and 
other incidents which brought us into war then but 
against price increases, raw material shortages, excessive 
plant expansions, skilled employment shortages, financial 
manipulations, excess profits, and a boom psychology. 

The Army and Navy are preparing for war as they 
have been for the past 20 years and while their profes- 
sional alertness is naturally sharpened there is absolutely 
nothing to indicate that they have instructions to be 
ready to march on a certain day three months or three 
years hence. The emergency war powers of the national 
defense act and other statutes and the industrial mobil- 
ization plan have been dusted off and reexamined in 


Preparedness 


B. 3. 


great detail, but “M day” is not circled on anybody’s 
calendar. The President can’t declare war, and no 
Congress will unless public sentiment is overwhelmingly 
for it. Sentiment is now overwhelmingly against it 
and steps are being taken to prevent the occurrence 
of incidents which might inflame public opinion as 
in 1916-17. 

While the executive branch is feverishly preparing for 
everything, the legislative branch is desperately strug- 
gling to keep us out of war and keep war away from us. 
On objectives there is both verbal and genuine agree- 
ment, but on methods there is the most violent dis- 
agreement. Debate on the pending neutrality bill will 
be protracted and bitter. The cash and carry part which 
the President doesn’t want very much is pretty generally 
approved, but the arms embargo repeal which he wants 
very much is meeting heavy opposition. 

As for the arms embargo, sentiment in Congress at 
present is rather for repeal. The flood of mail protests 
against repeal, suspected to have been in considerable 
part manufactured or inspired, is tapering off, and the 
President’s supporters on this are counting a safe major- 
ity in both Houses. But the opponents can draw out 
debate for a month or more and believe that when the 
arguments they are now preparing have soaked in the 
majority will be with them. Such arguments as: moral 
abhorrence of dealing in instruments of death and de- 
struction; economic dangers of creating a boom arma- 
ments industry; psychological dangers of having em- 
ployees working on actual munitions and fighting equip- 
ment; suspicion that the President wants repeal for the 
unneutral purpose of aiding just one side or for the sin- 
ister purpose of building up a munitions industry as pre- 
paredness for a definite plan to enter the war; deduction 
that since actual munitions formed a small percentage of 
Allied purchases in 1914-16 and 1937-39 England and 
France don’t really need our implements of war but 
want repeal as a first step toward our involvement. 

The cash and carry part of the pending bill in its out- 
line comes close to meeting the objectives of the isolation- 
ists—or insulationists, and to this extent it cuts some of 
the ground from under the opponents of the embargo 


THE MAGAZINE OF WALL STREET 





repeal. 
suggeste 
bill’s dr: 
slons are 
interests 
When 
provisiol 
widespre 
severe I 
areas un 


War Re 
War De] 
ity and | 
son was 
portant 

would ju 
Deal age 
in case ¢ 
plated by 
out of th 


Industrie 
in 1936, 
machine) 
gear it t 
familiar 
effect. th 
alarm in 
mate col 
social ref 


Spy sca 
hundreds 
der beds 
ninistrat 
the atten 
in part il 


War act 
or made 
lost no ¢ 
Europe; | 
But now 
less activ 
0 go to \ 
Worried 
forgotten 
dlaint. 1 
stams de: 


War and 
uinistrat: 
leeded if 
tupted wi 
ling. So 
ind regul: 









a big 
Others fe: 


CTOBER 





dy’s 

no 
ngly 
t it 
ence 
1 as 


r for 
rug- 
1 us. 
sree- 

dis- 

will 
hich 
rally 
ants 


3S at 
tests 
rable 
| the 
ajor- 

out 
1 the 
. the 
noral 
| de- 
rma- 

em- 
juip- 
r the 
. gin- 
 pre- 
ction 
ge of 

and 
- but 


; out- 
ition- 
ne of 
pargo 


REET 


repeal. There is more than a suspicion that Roosevelt 
suggested cash and carry for this very purpose, but the 
bill’s drafters were not so motivated and these provi- 
sions are there through a sincere desire to keep American 
interests out of the way of hostilities. 

When the full implications of the cash and carry 
provisions are realized there may well be a sincere and 
widespread popular opposition to them because of their 
severe restrictions on normal commercial relations with 
areas untouched by war. Shipping and aviation interests 


are already complaining against the proposed prohibition 
on touching at British and French colonial ports far 
removed from war zones. As introduced, the bill would 
prohibit an American visitor to Canada from taking his 
clothes and toothbrush unless he had first sold them out- 
right to some foreign interest. Absurd, but illustrative 
of the disruption of legitimate and vital interests pro- 
posed as the cost of staying neutral. As debate progresses 
the issues will become more and more confused and the 
ultimate outcome more uncertain. 





CAPITAL BRIEFS 


War Resources Board dissolution came as surprise to 
War Department and to Board itself, showing impetuos- 
ity and lack of unity in official thinking right now. Rea- 
son was distrust by liberals of big business men in im- 
portant posts, fear that industrial preparedness plans 
would junk social reform measures, and jealousy of New 
Deal agencies which want to run their end of the show 
in case of war and fear that the war agencies contem- 
plated by the long-standing war plans would crowd them 
out of the picture. 


Industrial mobilization plan, revised in 1933 and again 
in 1936, is again being revised and refined. It sets up 
machinery to control the entire economic system and 
gear it to war uses. While business men are generally 
familiar with it and many are aware of how it would 
effect them in detail, current discussion of it is causing 
alarm in some quarters. The question is whether ulti- 
mate control would lie with military experts or with 
social reformers. 


Spy scare is on in earnest with big fanfare and with 
hundreds of G-men and country constables looking un- 
ler beds for subversive influences. Undoubtedly the ad- 
ministration has some good reasons to be concerned, but 
the attendant publicity lends color to the suggestion that 
in part it is a manifestation of Washington’s war fever. 


War activities are due to be soft-pedaled somewhat, 
wr made less conspicuous. During first weeks Roosevelt 
lost no chance to advertise his interest and concern in 
Europe; perhaps for the purpose of arousing the public. 
But now it has been pointed out to him that prepared- 
less activities are being interpreted as a sign he is itching 
‘0 go to war, and he resents this. Also, New Dealers got 
worried that their pet projects and agencies would be 
lorgotten or subordinated, and they made vigorous com- 
jlaint. There will be no diminishing of New Deal pro- 
stams despite the focus on Europe. 


War and reform is the big question in back-stage ad- 
winistration parleys, whether war or stringent controls 
weded if normal conditions are long and seriously dis- 
tuypted would hasten or delay social progress and plan- 
ting. Some New Dealers think government planning 
ind regulation in the guise of near-war emergency would 





‘a big help in putting over their cherished reforms. 
Uthers fear the reform program would be junked and a 
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semi-fascist organization set up under the control of the 
military and big business, and so are opposing too much 
preparedness. 


War Presidents have always had prominent places in 
history, but Mr. Roosevelt’s friends are saying he wants 
to make his mark as a President who kept us out of war. 
If so, these efforts will be dramatic, which may account 
for the present appearance of great excitement in Wash- 
ington. 


Oil industry now on grill of T N E C undoubtedly faces 
some sort of legislation because of all the charges that 
major companies squeeze out independents. Probabil- 
ities are: federal supervision of proration and conserva- 
tion measures; divorcement of pipelines or federal regu- 
lation of rates and practices to make them common 
carriers in fact; separate accounting for production, re- 
fining, and marketing activities of majors if not their 
complete disintegation. Bills for all these and more are 
now pending, and if TN EC (Please turn to page 700) 














Wide World. 
Senator Pittman, author of the cash and carry bill. 





The War's Effects 


On Leading Industries 


BY JOHN D. C. WELDON 


| ee at the recent selective advance of 
the stock market and at the rise of commod- 
ity prices, one might suppose that business 
men, investors and speculators had simply 
taken note of the history of the World War 
boom and acted accordingly. It would be 
easy for the unthinking to assume that this 
represents a shrewd or informed consensus 
that our war profits of 1915-1916 are to be 
substantially duplicated in total and in ap- 
portionment among individual industries. 

Such an assumption would be _ highly 
speculative, and also a somewhat inaccurate 
interpretation of the forces now dominating 
our markets. Only in relatively few indus- 
tries—for example, sugar, leather and shipping—has im- 
provement to date rested wholly on the change to a war 
psychology. 

In most industries—including such accepted “war 
baby” lines as steels, machine tools and non-ferrous 
metals—a strong cyclical recovery was in progress for 
weeks before the war began. As usual, under almost any 
circumstances, the most spectacular gainers in such a 
recovery would have been the “prince and pauper” in- 
dustries normally subject to widest cyclical swings in 
volume and earnings—in short, most of the industries now 
in the limelight as prospective beneficiaries of war orders. 

On the recovery movement already firmly established, 
we have now had superimposed a wave of domestic for- 
ward buying which reflects a natural and justified change 
—due to war—in the attitude of business men as regards 
inventories and price trends, rather than a speculative 
appraisal of possible future war orders. Such orders may 
or may not develop in the volume we would like to see. 


Triangle. 





652 





Factories are humming on domestic demand—with war orders a conjectural 


factor in the offing. 


The point made here is merely that the present gratifying 
volume of business is related far more to the visible real- 
ities and the near-term probabilities—and far less to 
speculative contingencies—than is popularly supposed. 
Business, the general level of prices and quotations of 
most so-called “war babies” are still under 1936-1937 re- 
covery levels that were made without expectation of war. 

So analyzed, what we have is a favorable consensus 
on the near-term domestic recovery outlook and not a 
blind bet that the longer result of the war will be either 
a repetition of 1915-1916 foreign orders or a duplication 
of the pattern of World War industrial trends. 

It need hardly be said that no one can forecast either 
the outcome of the war or its duration—yet these con- 
tingencies will largely determine both the over-all eco- 
nomic effects and the varying effects upon our industries. 
No one can know at present what the character of the 
warfare will be—yet economic consequences of a war of 
large scale attack and counter-attack would differ mate- 
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rally trom those of a stalemated war in which Britain 
and France placed chief emphasis on sea blockade and 
resultant economic pressure. No one can foretell whether 
the United States will indefinitely remain neutral—yet 
our direct participation as a belligerent or our non- 
participation has an important bearing on future business 
volume and a decisive bearing on corporate profits and 
security markets. 

For the purposes of this article, we assume this coun- 
try will not become a belligerent. Starting from that 
premise, we can only take into account the several alter- 
native patterns of war—long war, short war, war of 
movement, war of military stalemate—reckon the most 
probable economic consequences and flexibly adjust our 
thinking as the actual events unfold. We shall attempt 
herewith to do so, industry by industry, recognizing with 
due humility that war itself is the greatest gamble to 
which mankind is addicted—the super crap game. 


STEEL—Since Britain declared herself at war with 
Germany on September 3, a veritable flood of orders— 
domestic orders—has poured into the steel industry. 
In part this reflects inventory expansion, motivated by 
thought that steel prices are more likely to advance than 
to decline. In part it reflects sharply increased steel 
consumption due to rising activity in the automobile in- 
dustry, railroad equipment, machinery and other lines 
more or less stimulated by the changed price situation 
and prospective changes in supply-demand factors inci- 
dent to the war. From present indications the steel 
operating rate will reach at least 90 per cent of capacity 
within the near future—a larger tonnage production than 
at any time in 1929, 

It need hardly be said that steel operations cannot be 
sustained at 90 per cent of capacity for any great length 
of time except on the basis of a capital goods boom 
founded on long term business confidence—such as has 
not existed since the ’20’s—or on the basis of a very large 
volume of war orders. If the war is short, such orders, 
of course, will not be forthcoming. Even assuming a long 
war, there will be a lag of months—possibly longer— 
before Britain and France become major buyers of Amer- 
ican steel. Unlike the situation in 1914, the Allies were 
forewarned and have long been accumulating reserve 
supplies of all materials, including steel. Against the in- 
creased rate with which steel is consumed in modern war 
is the fact that Britain has a larger steel-making capacity 
than in the World War, plus the availability of Belgian 
and French iron ores and steels from 











ultimate war demand would boom the industry as much 
as was the case during the World War—or let it down as 
badly when the war ends. If Russia and Italy remain 
more or less on the sidelines, that much less steel will be 
shot up—and so far even the French and British are not 
doing any large scale shooting. All of this may change. 
An actual important war demand for our steel may de- 
velop in time to be superimposed on a favorable domestic 
steel market—but it is a speculative contingency. 


EQUIPMENTS—There are wide individual variations 
in the outlook for our equipment industries under war 
conditions and, as in the case of steel, ultimate results 
cannot be forecast except on a radically speculative basis. 
The railroad equipment makers are now feeling the first 
blush of prosperity in a long time. Confronted with a 
relative shortage of good order rolling stock and ap- 
parently believing that car loadings are headed for a 
new recovery high—whether a genuine boom in war or- 
ders develops next year or not—the railroads are ordewng 
equipment more freely than in some time. How long 
will it last? Not long if it depends entirely on the current 
forward-buying and capital goods boomlet. A long time, 
if large volume war orders develop. Incidentally, assum- 
ing the latter, this industry’s facilities can be readily con- 
verted to the production of numerous war goods in addi- 
tion to cars and locomotives. 

The farm equipment outlook is geared closely to vari- 
able farm income and prices of farm produce. To the 
extent that war has lifted both farm prices and income, 
the outlook has been substantially improved—but sup- 
plies are abundant, Americans are not eating any more 
food than formerly, and important increase in farm ex- 
ports is yet around the corner. Probably important ex- 
port demand will come through, if the war lasts, for we, 
along with Canada, are closer to Britain than other major 
sources of farm supplies and this is a vital consideration 
when German submarines are on the loose. But to guess 
how much prosperity farm equipment makers will enjoy 
and how long it will last, you will have to guess the future 
trend of farm prices—which means, substantially, that 
you will have to guess how long the war will last, how 
much food Britain will buy from us, how many cargoes 
of wheat and cotton the submarines will sink, ete. Again, 
we are confronted with sheer conjecture—and with the 
certainty that farm prices and the farm equipment busi- 
ness would head down sharply if, after all, it proved to 
be a short war. 





areas which were behind the German 
lines within the first few weeks of fight- 
ing in 1914 but which are now behind 
strong French and Belgian fortified lines. 


Business Activity in the World War 


Significant of the British position, she Jan. Feb. March April May June July Aug. Sept. Oct. Nov. Dec. 
has withdrawn an inquiry for 200,000 1914 98.7 99.1 100.9 99.2 96.4 96.6 97.3 94.1 92.6 89.7 86.5 86.4 
tons of U.S. steel because the price was 1915 88.2 90.7 91.9 94.1 95.3 98.6 100.1 101.4 105.0 107.3 110.1 113.4 
66° ” 2 b 

: right. She is conserving cash, 1916....... 112.3 113.5 114.3 112.7 114.2 114.0 111.4 113.2 114.4 115.5 115.8 113.9 
_ ree ee hardly be said yoy7. 114.3 112.7 114.1 113.1 114.2 113.4 112.4 112.5 109.1 110.8 110.6 105.9 
a s y 
iat a sellers market does not develop 1918 . 101.5 102.6 107.1 107.5 109.3 106.9 109.3 110.6 108.5 108.5 106.0 106.1 
in export steel before long, a sellers’ mar- 
k : : : ics: 99.8 95.9 92.0 95.1 94.0 99.8 104.3 106.5 103.8 102.4 101.0 101.9 
et will not last more than briefly at 

1920....... 112.3 112.1 109.4 103.3 105.4 106.3 103.8 103.5 99.8 96.0 87.7 82.9 


home. Because of the great growth in 
peace time markets and in steel-making 
tapacity, it is not conceivable that any 


(Cleveland Trust Company Index.) 











On peace needs, plus a fair volume of business incident 
to eur own armament program, the electrical equipment 
industry is operating at a fairly high rate, relative to 
capacity. It would be an indirect beneficiary of a pro- 
tracted war boom, reflecting greater activity in fields 
which it serves and some portion of facilities could be 
diverted to war goods—but on the whole it is unlikely 
to be among the more spectacular beneficiaries of war 
business. Largest gains will be in producer equipment 
lines rather than in household apparatus. 

The office equipments would do better in peace than in 
war, which is not to say that a war boom would not in- 
directly help them at home in partial offset to disrupted 
foreign business which, for many companies, normally 
amounts to one-third or more of total volume. 


MACHINE TOOLS—For some time foreign demand 
has accounted for approximately half of orders. While 
exports probably will continue in large volume, oppor- 
tunity for sharpest gains is in the domestic market. The 
industry, appraised in a special article on other pages, 
is one of the more prominent direct beneficiaries of our 
own national defense program, appropriations for which 
will almost certainly be greatly increased in 1940. More- 
over, the general increase in industrial activity would 
swell orders from many fields, if protracted war supports 
a rising price trend and results in important volume of 
war orders reaching American business. There would 
probably be some lag before heavy machinery, involving 
relatively large investment, would participate in a big 
way, although inquiries have increased sharply. 


BUILDING—Two causes were chiefly responsible for 
the World War’s deflationary impact on construction in 
this country. 
building, especially in the labor factor. 


(1) A tremendous increase in the costs of 
(2) Discourage- 





¢ 


Courtesy Boeing Aircraft Co. 


A group of bombers being assembled for the Army Air Corps. 


ment of non-essential construction by the Government 
after our entrance into the war. In the present situation 
it is highly improbable that there will be any major in. 
flation of building costs. Moreover, present day mort- 
gage credit terms are far more favorable to home building 
than ever before. The Government is lending every en- 
couragement to all forms of construction. There is no 
basis as yet for assuming that we will get into this war, 
with resultant planned diversion of materials and labor 
from non-essential building. 

No probable rise in building costs would influence in- 
dustrial and commercial construction, in which the key 
consideration is outlook for volume and profits. A war 
boom would stimulate these types of building, especially 
industrial. Increased business activity and _ resultant 
higher national income would tend to stimulate residen- 
tial building in the absence of excessive rise in building 
costs. Our own national defense program will involve 
some increased construction, especially in port facilities, 
shipyards, aircraft factories and air fields. Allowing for 
decline already under way in the Federal public works 
program, total volume of construction in the next year 
should approximate that of 1939. 


CHEMICALS—TIf only because of the industry’s great 
growth since 1914, no war boom in our chemical industry 
could be as spectacular as that of the World War period 
in terms of percentage gain in volume and _ profits. 
Whether, even assuming repeal of the present neutrality 
law, it will be called on to export important quantities of 
explosives is conjectural, if not doubtful; but to the ex- 
tent that war orders help general business activity the 
chemical industry cannot fail to gain. Moreover, among 
all major industries it appears to have the outstanding 
opportunity to enlarge its exports to neutral countries. 
German exports of chemicals run to approximately 
$150,000,000 a year, and the 
bulk of this will be cut off. Brit- 
ish and French chemical exports, 
amounting to a combined total 
of more than $%225,000,000 a 
year, will probably be substan- 
tially reduced. As our total 
chemical volume does not exceed 
$750,000,000 a year, it is ap- 
parent that our potential gain in 
markets normally served by Ger- 
many, Britain and France might 
of itself add somewhere between 
10 and 20 per cent to the indus- 
try’s volume. It would be hard 
to conceive of anything more es- 
sential than chemicals. Coun- 
tries none too well supplied with 
dollar exchange may forego 
many of our products, but they 
will find ways and means to pay 
for chemicals. 


MOTORS, TRUCKS, TRAC- 
TORS—There are some “war 
baby” potentialities in some di- 
visions of our automotive indus- 

(Please turn to page 697) 
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Will large supplies and threats of control 


gear prices into gradual and healthy uptrend? 


What to Expect 


a. first uprush in commodities after the war started 
was an amazing but not particularly unexpected affair. 
Wheat brokers stood around with nothing to do as 
the opening bell in three trading sessions saw prices 
immediately up the limit for daily fluctuations, automat- 
ically blocking further transactions. This most important 
American farm product rose twenty cents a bushel in an 
almost straight line despite a bearish supply situation. 
Tallow gained fifty per cent in price in a week. Other 
commodities with practically no exceptions joined the 
upturn, although most responses to news of the war were 
more moderate in scope. 

For months the reaction of raw materials to the 
beginning of the last war had been studied with the 
hope of finding a clue to what would happen this time 
if hostilities commenced. The study might as well have 
been devoted to sun spots as far as aid in mapping 
1989 commodity behavior was concerned. In 1914 raw 
materials closed the year lower in price than they had 
started and it was well over a year after the outbreak 
of war before a general rise got under way. Once begun, 
the uptrend carried for the best part of five years 
before it reversed. The famous buyers’ strike of 1920 
was the obstacle finally encountered after the cost of 
living had gone on a monumental spree. The gains 
of three years were then cancelled in six months. 
Commodities in the present war have refused definitely 
and spectacularly to follow the 1914 pattern in the 
irst stage—and they will probably ignore the precedent 
just as completely in the later phases. 

This was rather generally expected as the probable 
fect of war, since it was realized that many of the 
tircumstances of 1914 were present mainly in reverse. 
Back in 1914 the outbreak of war was unexpected and 
aught the potential buyers of raw materials with their 
purchasing power unorganized. No one thought the 
var would last long enough to eat seriously into supplies. 
Paralyzed shipping was a staggering threat to American 
‘mmodity exports. The blow which closed the Stock Ex- 
thange was felt also in other speculative markets. All in 
ill, the bear phase of twenty-five years ago was clearly 
he result of conditions not duplicated in recent months. 
The Magazine of Wall Street’s index of raw material 
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of Commodities 


BY WARD GATES 


prices stood at 63.0 on August 26th. By September 2nd 
it had risen 5.4 per cent, to 66.4. The really big gain 
came in the following week, when the advance was 
extended to 75.6, or 20.0 per cent higher than a fort- 
night earlier. A reaction to follow would have been 
quite understandable, but even though this took place 
in numerous individual commodities the index con- 
tinued up to 77.0 and then to 78.3 in the week to 
September 23rd, for a total gain of 24.3 per cent over 
the late August figure. 

Newspapers told of the “runaway market’ in stocks 
going on at the same time. This publication’s index 
of 40 industrials gained 14.8 per cent at its peak, the 
Dow-Jones industrial average 14.7 per cent. As com- 
pared with what went on in the commodity markets 
the rise in equities was at a horse and buggy pace. 

To judge the immediate or longer future of the 
commodity upturn it is necessary to understand in 
terms of controlling impulses the part of it that is 
already history. The validity of the rise to date, or 
rather the dependability of new price levels, must deter- 
mine the chances of extending it farther. The motives 
and future intentions of the buyers are all-important. 


Speculation in Inventories 


It would be difficult to defend most of the buying of 
the last month against the charge of a speculative tinge. 
Business in general had allowed its inventories to run 
down below usual levels, thereby speculating on a stable 
or lower price structure. When this policy was suddenly 
shown to have been the wrong one, the reversal brought 
purchasing agents all over the country, in lines affected 
by war demands and in those not even remotely con- 
nected, into the market for goods. The immediate 
response of prices was a convincing proof to all that 
for however short a time a seller’s market would exist, 
and after that there was the possibility that demand 
from abroad would have materialized to such an extent 
that the uptrend would be maintained. To the extent 
that purchasing agents tried to anticipate this possibility 
and to protect themselves against it by building inven- 
tories for needs somewhat farther in the future than 
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normally, the buying was undeniably speculative. 

Industry soon realized the dangers of the moment, 
however, and took prompt steps to combat them. One 
after another the makers or producers of copper, lead, 
steel, chemicals, paper, sulphur, rayon, and other ma- 
terials came out with announcements on price policies 
calculated to relieve the fears of buyers, or explained 
the supply situation in their particular lines as by no 
means justifying frantic forward buying. For example, 
the copper industry was presented with a perfect oppor. 
tunity for successive increases in the price as demand 
proved too great for immediate supplies. Instead of 
taking advantage of the temporary buyers’ panic the 
leading interests persistently rationed supplies after 
contenting themselves with price advances of trifling 
size in comparison with past erratic movements of the 
market for the metal. 

The motive for this enlightened attitude toward prices 
of their product is not a pertinent question, although it 
might be noted that the Government took a prominent 
part in guiding the advance. President Roosevelt sus- 
pended the sugar quotas soon after housewives began 
buying and hoarding this commodity. He told a press 
conference that steel prices were not being watched par- 
ticularly because no increases had been observed, which 
is self-contradictory, but highly indicative of official 
attitude if the industry should acquire any delusions of 
grandeur. Cotton and wheat have his best wishes as 
products which are still far below their proper prices 
to balance farm income with buying power. The specific 
price he mentioned for wheat was $1.16 to $1.20 a bushel. 
Copper, on the other hand, would be amply priced at 
1214 cents a pound where domestic producers could 
make excellent profits, in the President’s opinion. 


Profiteering Banned 


Washington opinion will continue to play a prominent 
part in subsequent developments in the commodity 
markets. Any estimate of the outlook which confines 
itself to the classical supply and demand factors is in 
danger of serious error because of the part government 
is determined to play in proceedings. Where controls do 
not already exist, and this is the case in the majority 
of commodities, the power of federal agencies to harass 
or actually prosecute under various laws is awesome, to 
say the least. Profiteering in outstanding instances 
would invite legislation harmful to many innocent as 
well as guilty parties. Furthermore, the fact must be 
faced that profiteering is to have a new definition. It 
will apparently include any prices which cannot be 
approximately justified by production costs—except in 
the case of agriculture. Where formerly a high price as 
the result of smaller supplies or larger demand was 
tolerated as the natural way to encourage increased 
supplies, it will now be frowned upon in minor instances 
and fought in major. 

To any who harbor a tendency to fight this aspect of 
a managed economy the advice might be given: disagree 
with the whole concept, but for the present at least don’t 
leave it out of calculations on prices; it has both influen- 
tial and popular support. 

The effect of the rise in commodity markets has beet 
to bring nearer a balance between raw materials and 
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finished goods. On purely empirical grounds many econ- 
omists consider this a constructive development and 
it may well be. Back in the late twenties the two sets 
of prices were presumably in balance and we were pros- 
perous; in 1937 they. momentarily reached the same rela- 
tionship and we again touched prosperity. The assump- 
tion is that any move such as the present one which 
brings them toward each other is a step in the right 
direction, but whether the connection between the bal- 
ance and a rising national income is cause, effect or 
coincidence has yet to be shown. However, advancing 
commodity prices, even industrial commodities if the 
rise be gradual, have friends in Washington among the 
corps of federal economists. 


A Distinction in Prices 


Agricultural prices, of course, have well-wishers galore. 
Secretary Wallace, after the major part of the rise had 
been witnessed, declared that the Department of Agri- 
culture would view with satisfaction an orderly advance 
in farm commodity prices and that the new levels 
represented only about 80 per cent of the parity prices 
in mind. At the same time he very sensibly added a 
warning on the readjustment necessary when the world 
returns to its former productive pursuits. It is pointed 
out that world wheat shipments in 1939-40 will be 
approximately the same as in the last crop year, despite 
the European war. “Unusually large exports from the 
United States were possible in 1914 because of very 
small crops in Canada and Australia and a record crop 
inthe United States. In 1939-40 the situation is different. 
Canada and Argentina have very large supplies. On 
August 1, 1939, Argentina had 144 million bushels of 
wheat available for export and Canada 102 million 
bushels. The new harvest is expected to provide an 
additional surplus for export of approximately 345 
nillion bushels by Canada and approximately 130 mil- 
lion by Argentina. In other words, surplus supplies in 
these two countries alone, totaling over 700 million 
bushels, could more than supply likely world import 
requirements.” 

The National Association of Purchasing Agents, in- 
terested more in industrial raw materials, has counseled 
a good measure of caution in following the advance. Ad- 
mitting the necessity of shaping policies to conform 
with the major trend of prices, the advice is to avoid 
being drawn into markets temporarily out of hand; 
advice which, if widely followed, will prevent the chaos 
feared by industry. Gradually rising prices encourage 
business, old and new, large and small. Violent swings 
frequently have the opposite effect. Best opinion today 
is that prices will rise gradually and will play their part 
in helping the incipient business boom, regardless of 
war orders. This forecast, though it disdains the help 
of war orders as for the time a distinctly secondary 
factor, might be upset by a sudden revelation that 
there were to be no sales to the hostile nations. But 
barring that contingency, the effect of rising prices on 
business and the effect of accelerating business on prices 
should be mutual and continuous. It will be late 1915 
over again, except that the gains of those six months 
will very probably be spread over a far longer period. 

Business will be helped by (Please turn to page 696) 
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High Grade Bonds 
Put Bull Market High Behind 


War Fears Overshadow Current Shift from "Very Easy" Money to "Easy" Money 


BY J.S. WILLIAMS 


; a peak levels reached by high grade bonds last 
summer promise to stand unexcelled for a long time 
to come. Since June longer term Treasury bonds have 
declined eight points and more. High grade corporate 
bonds have declined more than ten points on an average. 
It has been necessary for the Federal Reserve system 
to intervene to provide a cushion for the decline in 
Government obligations. Corporate bonds, however, 
have been without effective supporting activities. Dur- 
ing the first three weeks of September not a single new 
bond issue came on the market. Plans for new financing 
and refunding issues have been temporarily knocked 
into a cocked hat. All of which has given rise to the 
question of whether or not high grade bonds have entered 
a long term bear market. 

The classic factor determining the course of high 
grade bond prices is the trend of interest rates. High 
grade bond values are usually in inverse ratio to interest 
rates and conditions likely to affect interest rates find 
prompt reflection in bond prices. 

The heaviest losses in prices of Government and high 
grade corporate bonds have been registered since the 
outbreak of the European war, under the pressure of 
large scale selling on the assumption that war inevitably 
means higher interest rates. The same reliance upon 
the 1914 precedent, which was apparent in the scramble 
to buy stocks having anything even remotely resembling 
a war background, was also apparent in the course of 
the bond market. In 1914, just prior to the outbreak of 


the World War interest rates on short term funds were 
ranging between 314 and 4 per cent. In August and 
September 1914 they doubled but by the end of the 
year short term interest rates had reacted below 4 per 
cent and held below 4 per cent until mid-1916 when 
they began an irregular rise to reach 6 per cent by 
the end of 1917. 

In August of this year interest rates on 4-6 months 
commercial paper were 0.75 per cent. The average 
yield on long term Government bonds was 1.98 per 
cent, while high grade public utility and industrial bonds 
were quoted on an average yield basis of 2.58 per cent 
and 2.63 per cent respectively. In 1914 before the war 
the average yield on high grade bonds was about 4% 
per cent, and by 1918 had risen to 5.6 per cent. 

The contrast between the level of interest rates and 
high grade bond yields at the present time and those 
which prevailed in 1914, even before the war, reveals 
the extent to which current bond prices were vulner- 
able to another war. 

Yet in the present setting, and proceeding on the 
assumption that the seven-year bull market in bonds 
has ended, a long and serious decline in high grade bond 
prices may not be inevitable. Conditions are vastly 
different today than they were twenty-five years ago. 
Before jumping to any conclusions based on the experi- 
ence of the last war, therefore, some attempt should be 
made to evaluate those changes. 

In 1914, after the outbreak of the war, interest rates 

rose sharply primarily because there was 





a sudden diminution in the supply of 
funds and a sharp increase in the de- 





What Can Happen to Government Bonds in a War mand for money. Prior to the war in 

1914, large amounts of foreign capital 

U. S. A. Treasury Issues Canada were being invested in the United States. 

ai “Odie 1939 Recent = L hese investments ceased immediately 

High Price High Price with the outbreak of war and caused 

3144's 1945 111.9 106.22 T-yr. 2Y%4's 1944 104 87 a severe strain on the short term money 

3's 1948 $99.38 = 086.18 S's 1945... 104% nied market in the United States. War meas- 

21's 1953 107.31 99.16 30-yr. 5's 1952 111% 96% ures caused substantial American bal- 

wie 056 ventas — eee: 149% - ances to be frozen abroad. There was 

sgn ae a pay st large scale repatriation of foreign funds 

2%'s 1960 110.9 100.12 3's 1967 102% 7101/2 : ai aaa 

from the United States. 

On the demand side was the sudden 
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need for credit to finance export trade. Such trade 
rose sharply immediately after the outbreak of the 
World War, trebled in volume in the first seven months, 
and by the end of 1916 monthly export shipments 
were five times the volume in the first month of the war. 

That the war in the present circumstances will place 
a comparable strain on the supply of funds in the United 
States appears very unlikely, at least for some time. 
The threat of substantial repatriation of foreign funds 
is not present. The Johnson Act prevents belligerents 
from selling bonds or obtaining acceptance credits in 
the United States. If the Neutrality Act is modified 
warring nations will still have to pay for their purchases 
in the United States with gold and dollar balances. 


Huge Available Credit Supply 


Even without these restrictions, the available credit 
supply is so large as to suggest that any conceivable 
demand could be met without causing a shortage. Ex- 
cess reserves of Federal Reserve member banks now 
total $5,300,000,000, or sufficient to finance a credit 
expansion of $30,000,000,000 without recourse to Fed- 
eral Reserve rediscounting facilities. The Stabilization 
Fund has $2,000,000,000 which is not being used at the 
present time. Earmarked gold held by Federal Reserve 
Banks totals upward of $1,000,000,000, a great part of 
which may be released in time and further add to excess 
reserves. If necessary the Federal Reserve could reduce 
reserve requirements to the percentages in effect prior 
to the first increase in 1937. 

Without a large and immediate demand for credit 
abroad, then what circumstances might be expected to 
utilize the huge store of available credit to a point 
which would raise money rates and depress bonds? 

Conceivably the war might be the generating force 
behind a tidal wave of speculation and investment 
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financed largely through the medium of security loans. 
Financing of new industrial plants on a large scale may 
materialize, although if it does stocks rather than bonds 
might be the preferred medium. Raw material stocking 
and expansion of inventories in the wake of accelerating 
business activity woulld reflect themselves in substan- 
tially enlarged commercial loans. None of these sources 
of demand for new money and credit accomodation, 
either separately or in combination, however, appears 
likely to become sufficiently effective to make any con- 
siderable dent in the available supply of credit. 

In numerous directions the war promises to lighten 
the burden of Government expenditures—larger tax 
receipts, reduced crop loans and declining work relief. 
Hence Government demands for new money should 
be appreciably less. 

All of which adds up to a pretty formidable argument 
against the possibility of early and substantial demand 
for money and credit, accompanied by increasingly 
higher interest rates. Nevertheless, since the outbreak 
of the European war the Government and high grade 
corporate bond lists have been subjected to one of the 
heaviest liquidating moves in history. In attempting 
to support the Government bond market the open 
market committee of the Federal Reserve System 
acquired more than $400,000,000 in Treasury issues 
over a period of two weeks, as officially reported. The 
total amount of bonds acquired was perhaps consid- 
erably more. Atchison, Topeka & Santa Fe general 4’s 
1995, a prime “money” bond, declined some ten points 
and is practically quoted on a 4 per cent basis. 

Selling has emanated from all major sources. At the 
outset smaller banks were the heaviest sellers, to be 
joined shortly after by corporations, investment trusts 
and individuals. Corporate selling is understandable, 
having doubtless been undertaken to supply cash for 
increasing inventories. But (Please turn to page 694) 
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Evaluating 
Our New Foreign Trade Position 


There Are Opportunities for Gain, But Only Careful 
Planning Can Make the Best of Them 


BY JOHN C. 


shipping, governmental controls, war risks, 
and new problems of financing, credit extension and set- 
tlement of international accounts—these are some of the 
inevitable by-products of modern, totalitarian war as it 
affects world economic relations and the import-export 
trade of all countries, belligerent and neutral alike. Half 
forgotten words like “blockade” and “contraband” re- 
appear in the everyday language of commerce while new 
trade vistas suddenly unfold to replace those that have 
as suddenly vanished. What all this adds up to for the 
United States, as for every other country, is an almost 
complete reorientation of our foreign trade position. 

Principal aspects of the situation are threefold, in- 
volving the questions of (1) continued access to adequate 
supplies of essential imported materials, (2) trade with 
belligerents and (3) trade with neutrals. 

This country, happily, is more nearly self-contained 
economically than any other. True, there are quite a few 
basic commodities of which all or a substantial part of 
our supplies are imported. Among the more important 
are antimony, asbestos, bauxite, cadmium, chromite, 
coffee, cork, manganese, nickel, rubber, silk, tin, tungsten, 
vanadium and wool. Very few of these, however, are not 
available in this hemisphere and, if the necessity arose, 


CRESSWILL 


substitutes could take their place. By and large, there 
appears to be virtually no danger whatever of our being 
at all strapped for essential commodities, come what may 
in Europe or Asia. 

The nature and scope of our trade relations with bellig- 
erents will depend, of course, on the sort of neutrality 
legislation finally adopted and the policy followed by the 
Administration in applying it. On one or two points, 
however, we may be reasonably certain. 

First, our direct trade with Germany, already almost 
entirely cut off, will be practically nil. In this respect, 
events may be expected to parallel closely those of the 
last war when, as a result of the British blockade, our 
exports to the Reich dropped from an annual average of 
$304,000,000 in the 1910-14 period to a mere $289,000 in 
1916. Nor is it probable that our indirect German trade 
through adjacent neutrals will amount to anything in 
view of the likelihood that Britain will ration imports of 
these neutrals. The trade loss involved, however, is of 
almost negligible proportions in comparison with our 
total foreign trade. In the first six months of 1939 our 
exports to Germany amounted to less than 24% per cent 
of our total exports. 

Second, the ultimate fate of the arms embargo feature 
of the present neutrality law—its repeal 
or retention—will have little bearing on 





Division of Latin American Imports 


tin percentages of total) 


our overall trade with Britain and 
France. Indeed, if it is retained in pres- 
ent form, even the specific industries 
directly involved, of which aircraft man- 





1913 1917 1922 1937 1938 ufacturing is the only one worth men- 
From United States 25% 55% 35% 34%, 35% tioning, will be little affected if at all. 
From Great Britain Mar 25 15 19 13 12 For unless there is added some provision 
From Germany 16 0 10 15 17 banning exports to neutrals for re-export 
to belligerents, traffic will simply be 
. andlec ‘ough some neutral inter- 
Trend of United States Exports — through some neutral in 

mediary. 
itm thousands of éettars) The chances are, though, that the em- 
To Ewope. $1,500 $4,062 $2,083 $1,360 $1,326 bargo will be lifted and that all trade 
So Gee Amates - ae = sia sated with belligerents will be placed on a cash 

; : 2 . . . 

ee said — aad _ _— and carry basis. Which raises the ques- 
tion of the democracies’ ability to pay. 
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Other than on credit, there are three means 

by which the embattled democracies can 
purchase goods from us: (1) by shipping 
gold, (2) by using the proceeds from sale 
of American securities held by their nationals 
and (3) by paying for imports with exports. 
To what extent the latter means can be em- 
ployed cannot be foretold but, with the 
British and French economies reshaped to 
serve pressing war needs, it is not likely that 
either country will be able to increase mate- 
rially exportable surpluses of goods that 
would find a ready market in a neutral coun- 
try. Gold and American investments will 
undoubtedly prove their chief sources of 
buying power here and, in these categories, 
they are pretty well heeled. 

British and French holdings of our securi- 
ties amount to about $1.2 billions. Britain’s 
gold holdings, including a roughly estimated 
$500 millions in private hoarding, are prob- 
ably in the neighborhood of $3 billions if we 
include earmarked bullion here that may by 
now have been converted into dollar bal- 
ances. France’s gold horde totes up to about 
the same figure so that, between the two, 
their resources in gold and in American se- 
curities come to something in excess of $7 
billions. 

It is thus apparent that as far as ability to 
pay is concerned, there is no bar to substan- 
tially increased buying by Britain and France 
in this country. In 1915 and 1916 our favor- 
able balance of trade with the Allies (princi- 
pally Britain and France) expanded by about $3 billions 
annually over the 1910-13 average and their present 
resources are quite sufficient to finance another such 
increase. There are, however, a number of other angles 
to be considered. 

In the first place, while we were selling largely on 
credit before, we are selling for cold cash this time. The 
$7 billions worth of goods that the Allies bought from us 
prior to April, 1917, were paid for in gold only up to 
$1.1 billions. The rest was settled by means of dollar 
loans and, to a lesser extent, through liquidation of 
American short term debts abroad, sale of American 
securities and with exports. But despite the credit we 
extended, the British and French were taking only about 
a third of their total imports from the United States, 
the remainder coming from their own empires and else- 
where. 


Gendreau 


British and French May Buy Elsewhere 


Since long term credit is no longer available here, it 
would not be surprising if we supplied an even smaller 
percentage of their imports this time. It would cer- 
tainly be the part of wisdom for Britain and France to 
husband their cash and turn elsewhere for the bulk of 
their needs, buying in this country only to the extent 
necessary. 

Then, too, there is the additional fact that the em- 
battled democracies are far better prepared for war now 
than in 1914 and are far more nearly self-contained eco- 
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nomically. To cite but one case in point, the steel mills 
and iron and coal mines of Alsace Lorraine and other 
districts of northeastern France, in the hands of the 
Germans throughout the last war, are now comparatively 
safe behind the Maginot Line. The fact of the matter 
is that Britain and France are by no means in a position 
where they have to scramble for our goods and have 
already indicated as much by their tendency to shop 
and bargain in the minor amount of buying (apart from 
aircraft) they have done so far. 

Also of interest is the long list of former imports that 
Britain has now banned; included are passenger automo- 
biles, plate and sheet glass, bottles, cash registers, wash- 
ing machines, vacuum cleaners, furniture, soap, linoleum, 
phosphate, sulphate and sundry other chemicals. 

Our trade with Britain and France will undoubtedly 
increase but there is no occasion to expect a general 
seller's market in the near future. 

As for trade with neutrals, prospects are mixed. As 
pointed out earlier, substantially increased business with 
European neutrals is rendered doubtful by probable 
English action to prevent indirect traffic with Germany 
though, in the case of Russia, this aim may be difficult 
to achieve. In the Far East, we may logically look for 


more trade and will probably supplant Germany as a 
seller of a wide variety of industrial goods to Japan. 
It is in Latin America, however, that the most interesting 
possibilities lie but it is there, too, that we are likely to 
encounter our greatest obstacles to a sound and sub- 
stantial trade expansion. 


(Please turn to page 698) 
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Machine Tool Demand Soaring 


Orders 


Point to Record Volume, 


and Many 


Companies Are in Position to Benefit Handsomely 


BY 


E.. most industries the stimulation of new orders and 
increased sales traceable to the European war has thus 
far been potential rather than immediate. Not so with 
the machine tool and machinery industries. Ever since 
the declaration of war over the Labor Day week-end, 
orders for new machine tools from both foreign and 
dometic users have been piling up with such rapidity 
that several divisions of the industry are approaching 
capacity operations, night shifts have been installed and 
delivery dates are being extended. Domestic machine 
tool orders in the first half of September were double the 
total for the entire month of August. 

The impelling force behind this strong upsurge of new 
machine tool orders is of course the European war. Yet, 
very substantial orders are being placed with no expecta- 
tion that the equipment will be used in the manufacture 
of war implements. Reports from leading machine tool 
manufacturing centers indicate that demand has been 
emanating from all of the major users of machine tool 
equipment, including railroads, automobile companies, 
shipyards and numerous metal fabricating industries. 


EDWIN 


A. BARNES 


Inquiries which had been in the market as long as three 
years have become actual orders. 

It has been common knowledge that for some time 
machine tool users had been neglecting necessary replace- 
ments, deferring the purchase of new equipment under 
the bane of general business uncertainty. War is reviy- 
ing this long dormant demand. 

It has been estimated that at the beginning of this 
year nearly 60 per cent of the machine tools installed in 
metal working concerns were obsolete. To reduce this 
obsolescence to 50 per cent would alone require the 
machine tool industry to manufacture at the highest rate 
it has ever operated (reached in 1937) for at least thir- 
teen months. The factor of obsolescence is even 
higher in Government arsenals. At the beginning of 
the year more than 87 per cent of the machine tools 
in five of the Government arsenals were 19 years old and 
in some instances even more. 

But with this large potential domestic demand held 
hack by the same factors restraining the demand for all 
capital goods. the machine tool industry has in recent 

years drawn an increasingly large proportion 





MACHINE TOOL ORDERS 


"8-8 


of its business from abroad. Exports began 
to increase in the last half 1936 and in that 
year totaled some $27,000,000, or about 16 
per cent of all machine tool manufactures. 





300 ; 








The percentage of exports rose to 17 per cent 
in 1937 and totaled $40,000,000 but in 1938 
they jumped to $67,000,000, a new high and 
53 per cent of the U.S. total. Up until the 
beginning of September this year foreign 
orders for machine tools were averaging 52 
per cent of the total, and were the heaviest 
ever encountered in the history of the indus- 
try. During this period not only were for- 
eign orders a timely aid in sustaining opera- 
tions but they returned a greater margin of 
profit than domestic business. 

Beginning September 5, however, both 
foreign and domestic orders zoomed. Prom- 
inent among foreign buyers were Canadian 
manufacturers, reported to be in the market 











for any machinery they can lay their hands 
on—new or used. France and England have 











enlarged their orders, and the trade reports 
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that already there has been a noticeable shift on the 
part of Japan from Germany to the U.S. market for ma- 
chinery and machine tools. Russia has been pressing 
for delivery of orders previously placed. 

Foreign shipments, however, have been meeting with 
some difficulty recently. There is a marked shortage of 
cargo space and deliveries to Russia and Scandinavian 
countries have been affected by the closing of the Baltic. 
In the long run, however, the intial confusion and diffi- 
culties following in the wake of the war promise either 
to be ironed out or offset by larger orders from such 
countries as Japan and Canada, and possibly South 
America if the exchange problem there does not prove 
too much of an obstacle. 

But the machine tool industry’s most potent oppor- 
tunities at this time lie right within the confines of the 
United States. If only a relatively small portion of the 
machine tool needs are translated into actual orders 
capacity of manufacturers might be seriously taxed. As 
ahint of what might be expected, Machine Tool Builders 
Association decided to call off their annual show sched- 
uled for this fall. Many manufacturers had sold the 
models they had planned to exhibit. Inventories in the 
hands of machine tool builders are very low. 

The probabilities are that should domestic machine 
tool orders threaten to absorb the productive capacity, 
a proportionate amount of foreign business would be 
turned down. As the situation stands at the present 
time manufacturers are being compelled to advance 
delivery dates, a tendency which in itself is likely to 
hasten the decision of buyers to place orders to avoid 
delays. Equally compelling is the strong possibility that 
prices will be advanced, perhaps before the year-end. 


Machinery Boom in the Making 


The abrupt transformation of the machine tool industry 
from one having a fair outlook to one of dynamic pros- 
pects leads to the convenient assumption that much of 
this change has been due to the prospect of war orders. 
Such assumption, however, would be only partially valid. 
True the industry has a war background, but it is not 
solely for the manufacture of munitions and other im- 
plements of war that new machine tools will be bought. 
The distortions in world commerce resulting from the 
war, with several of the leading industrial nations gearing 
all of their manufacturing facilities to a war time basis, 
will have the affect of diverting a huge demand for all 
types of manufactured metal products to the U.S. To 
supply this demand new machinery and machine tools 
will be needed. 

A boom in machinery demand may well be in the 
offing. If and as it materializes it will encompass not 
only machine tools but all types of machinery—power 
equipment, Diesel and electric motors, pumps, convey- 
ing machinery, steel mill and foundry equipment, oil 
refining and drilling equipment, compressed air tools, 
ete. Undoubtedly industrial expansion will play a part 
in creating a demand for machinery, but as in the case 
of machine tools there is a high degree of obsolescence 
in all types of equipment, resulting from the ten-year 
policy of holding capital outlays and replacement pur- 
chases to a sub-normal minimum. The resulting impli- 
cations with relation to prospective earnings lend con- 
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Leading Manufacturers of Machinery 
and Machine Tools 


Earned Per Share 1939Price Range Recent Divi- 

Company 1937 1938 High Low Price dend 
Niles-Bement-Pond 7.46 4.88 76 41%, 73 2.c0* 
Bullard...... 3.19 d6.08 30 1512 28 None 
Monarch Mach. Tool. 2.91 2.14 2614 145% 26 0.307 
National Acme 2.85 0.37 183, 7% 18 None 
Van Norman M. Tool 3.88 3.41 32 20 27 1.60* 
Ex-Cell-O. . 1.69 1.11 25% 144% 24 0.207 
Chi. Pnematic Tool 2.50 0.16 201%, 10 18 None 
Ingersoll-Rand 9.83 5.20 131 86 125 1.507 
L. S. Starrett. . 3.05(a) 2.13(b) 36 20% 33 1.00* 
Mesta Machine 4.67 2.91 39% 25 37 0.257 
United Eng. & Fdy 4.86 3.82 3512 253%, 34 0.507 
Worthington Pump. 3.67 d2.36 231, 101% 49 None 
Fairbanks Morse. 3.48 0.83 43% 24 40 . None 
National Supply. 4.90 d0.79 151% 5¥8 13 None 
Byron Jackson 3.34 1.52 17% 11% 16 0.257 
Link Belt. . 4.47 1.33 47 311% 45 0.25) 
Amer. Chain & Cable. 2.79 0.56 24%, 131% 25 0.257 
Foster-Wheeler do.85 0.18 293/74 14 24 None 
Cont’! Roll & St. Fdy. 3.67 41.95 101% 42 13 None 
Pittsb. Screw & Bolt. 0.84 d6.23 11% 4% 10 None 


(b)—Fiscal year ended June 30, 


Most recent payment. 


(a) Fiscal year ended June 30, 1938. 


1939. d-—-Deficit. Plus extras. / 





siderable investment and speculative interest to the 
shares of representative machinery and machine tool 
companies. 

Niles-Bement-Pond manufactures a wide variety of 
small tools such as taps, dies, cutters, reamers and twist 
drills, as well as big lathes and large power tools. Under 
only fair conditions in the past the company, with a 
modest capitalization, has shown impressive earning 
power. The company, entering the last half of this 
vear with a considerable backlog of unfilled orders, will 
probably show earnings of from $5 to $6 a share. 

Prominent among the larger machine tool manufac- 
turers are included Ex-Cell-O Corp., Monarch Machine 
Tool, VanNorman Machine Tool, Bullard Co., National 
Acme, L. S. Starrett and Sundstrand Machine Tool. All 
of these companies have booked substantially larger 
orders this year and may be expected to participate 
profitably in the indicated increase in demand over the 
coming months. All, with the exception of L. S. Starrett, 
manufacture the larger types of machine tools. Ex- 
Cell-O Corp., in addition to making diamond boring ma- 
chines, tool and thread grinders, also manufactures a line 
of precision aircraft engine parts, Diesel fuel pumps, 
railroad pins and bushings and a machine for making, 
filling and capping paper milk containers. L. S. Starrett 
manufactures an extensive line of precision instruments 
such as bevels, callipers, dividers gauges, levels and 
micrometers. Company is favored by a fairly steady 
replacement demand ‘and new sales follow the purchase 
of machine tools. 

United Engineering & Foundry and Mesta Machine 
are the two foremost manufacturers of heavy steel mill 
equipment, while Continental Roll & Steel Foundry is a 
(Please turn to page 696) 


leading manufacturer of 
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Rising Profit for *St. Joe” Lead 


Company Will Be Both a Direct and Indirect Beneficiary 


of Any Protracted War Boom 


BY ROGER CARLESON 


) = the first six months of this year, St. Joseph 
Lead earned $.72 per share against $.02 per share for the 
same period a year ago. This comeback is startling. 
And yet it is entirely in keeping with the volatile nature 
of the lead mining industry. The demand for lead moves 
hard on the heels of industrial activity, and prices are 
anything but steady. During the first few days of the 
war New York quotations advanced sharply from 4.75 
cents to 5.50 cents. Producers reassuringly stated that 
a shortage is not likely in the immediate future. But 
even so, with increasing demands, prices will undoubted- 
lv continue their forward move—though perhaps not 
quite so rapidly. 

St. Joseph Lead is the most important domestic pro- 
ducer of lead, accounting for over 25 per cent of total 
output. Most large producers of non-ferrous metals 
mie one or two ores extensively and the others to a 
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somewhat lesser degree. All are important to earnings, 
St. Joseph, however, has acquired only minor interests 
in cadmium, zine, gold and silver, and remains _pre- 
dominately a producer of lead. 

The company is the sole owner of all the active mines 
in the rich Missouri Lead Belt. This district is one of 
the world’s largest sources of lead ore. Although it is 
mostly low grade, having only 314 per cent lead against 
the 10 per cent lead in the ore from the Coeur d’Alene 
fields of Idaho, there are many factors that more than 
compensate. The expanse and uniformity of the ore 
bodies makes mining cheap. And the lead itself is un- 
usually pure. Known as “chemical lead” it is essential 
for manufacturing acid tanks and cable sheathings. This 
enables it to command a premium of $1.00 a ton over 
ordinary lead. The company’s mines are located favor- 
ably between the two principal markets—Chicago and 
New York. The competitive advantage thus gained is 
considerable for it results in a freight differential that is 
hard for other less fortunately situated companies to 
meet. 

Seldom has a mining company pursued a more con- 
servative depletion policy. Charges against properties 
carried on the books at the appraisal values of 1913 had 
completely wiped them out by 1935 although they are 
still being operated profitably today. Additional proper- 
ty developed later was almost “depleted” in terms of the 
bookkeeping charges though its production possibilities 
had only begun to be realized. Naturally this strength- 
ened the company. But on the other hand it cut into 
earnings that might have been paid out as dividends. 
In 1935, therefore, a change was made in the depletion 
practices. Now, figures are arrived at by dividing the 
depleted book value by the estimated tonnage of ores 
in the mines and applying the unit value thus estab- 
lished to the tonnage sold. Charges are about half of 
the ten year average before 1935, and are still considered 
ultra-conservative. 

St. Joseph gives out no estimates on the extent of its 
lead reserves but it is calculated that production could 
continue for about 40 years at the present rate even 
though no additions were made. 

In the boomlet period 1936-37, St. Joseph managed 
to reduce its somewhat top-heavy inventories of refined 
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lead by 20,000°tons at prices that were the highest since 
1929. This netted the company a handsome profit and 
with production at a high level, 1937 earnings were $3.86 
per share. An important factor in these earnings was 
an adjustment made in the method of calculating profits 
on inventory sales. Prior to 1937 current costs were 
included in inventories and profits on sales were based 
on average costs. Since then earnings have been based 
principally on the difference between the selling prices 
and current cost of production. Production in excess 
of sales is taken into inventories at cost without pro- 
vision for depreciation or depletion, and when sales ex- 
ceed production, cost of such excess is figured on the 
“last in first out” theory. This new method tends to 
reflect profits more accurately. 


Lead Market Active 


The lead market is far from dull. Many forces are 
exerted on the price of the soft metal in addition to those 
of supply and demand. Mainly they are a 11% cent 
tariff, a dual London-New York market, and a foreign 
artel. Trading in spot lead and lead futures is much 
more active in London than in New York where mar- 
kets are established by a few producers and smelters. 
The prices of lead, therefore, moves for the most part 
with London on a differential basis that includes the 
tariff, insurance, and freight. An extended war will 
probably affect this relationship to the extent that an 
independent market might develop here in this country 
ifno shipments of ore are made. 

Undisputed leader in the production of lead, St. Jo- 
seph numbers among its customers some of the most 
powerful companies in the country, including National 
Lead, a leading manufacturer of paint—Western Elec- 
tric, a manufacturer of electrical equipment and cables 
and Electric Storage Battery, the largest maker of stor- 
age batteries in the country. 
Until 1930 the utilities led the 
field in the consumption of lead. 
Vast amounts were used in 
sheathing the thousands of miles 
of cables that were necessary for 
transmission, distribution, and 
communication lines. Since then . 
the manufacture of storage bat- 
teries for automobiles has be- 
come the largest user of lead, in 
recent years taking over 28 per 
cent of St. Joseph’s output. 
Other percentages are 14 per 
cent for cable coverings and 13 
per cent for white lead. With 
these industries as its main cus- 
tomers, it is at once apparent 
why the company is quick to 
benefit from the present upswing 
it business. The utility com- 
panies give particular promise 
of making increased demands 
on the lead producer in as much 
isa tremendous amount of con- 
struction work has been held up 
pending a favorable solution of 
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their “government” troubles, and this seems to be forth- 
coming. 

Statistically the lead industry is in good shape. The 
tonnage of refined U. S. stocks of lead has been steadily 
declining since the peak year of 1934 when they hit an 
all time high of 235,457 tons. They stood at 115,902 
tons in December, 1938, a drop of 15,000 tons for the 
year. St. Joseph on the other hand is in a strong posi- 
tion because its stocks of lead concentrate actually went 
up during last year. With the rising market, therefore, 
it has done better than the industry as a whole. 

The company is in an excellent position financially. 
In June of this year current assets were $13,481,190 of 
which cash amounted to $4,208,344 against current 
liabilities of only $1,993,429. Net income for the first 
six months of the year was $1,415,028 against only $46,- 
184 for the like period of last year. These reports do 
not include the earnings of the Aguilar Corporation, a 
majority owned holding company for mining properties 
located in the province of Jujuy, Argentine. The long 
period of development work necessary before operations 
could be placed on a profitable basis resulted in minor 
losses for this company which were of course carried 
over to St. Joseph. At the present time the mines are 
being worked at full capacity, and give promise of be- 
coming important contributors to earnings of the parent 
company, since the entire output is sold in the European 
and South American markets. The district is highly 
valued as one of the richest ore bodies in the world. 

In addition to its Missouri properties, St. Joseph owns 
a small mine in Montana that has been closed since 1935, 
«a gold mine in California that was purchased in 1938 
for $89,000, and some 1,350 acres of zine bearing ground 
in New York. This New York property is potentially 
one of the largest zinc mines in the country. The com- 
pany also owns a lead smelter having an annual capacity 
f 100,000 tons of pig lead, (Please turn to page 695) 
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Storage battery manufacturers are the largest single consumers of lead. 


The Boom in Shipbuilding 


In Merchant Marine and Navy We 
Will Be Building for Years to Come 


Was. on August 31st, the 30,000 ton America slipped 
majestically down the ways and into the waters of the 
Chesapeake off Newport News, spectators witnessed not 
merely the launching of a new flagship of the United 
States Line and the largest merchant vessel ever built in 
this country; they witnessed also the beginning of this 
country’s second renascence as an important maritime 
nation. 

America’s heritage of the sea is traditional though 
twice in our history it has been allowed to lapse for long 
periods. For half a century prior to the Civil War, we 
dominated world shipping. Yankee clippers were the 
fastest sailing ships in the world, they dotted the seven 
seas and had no need of subsidies. But when the wooden 
sailing vessel gave way to the steel steamship, maritime 
leadership passed to Britain mainly because her foundries 
and other iron and steel works were developing more 
rapidly than ours and, later, because higher wages in the 
United States placed our shipping at a competitive dis- 
advantage. By the turn of the century, the American 
flag had all but disappeared from foreign ports. 

Our entry into the World War brought a sharp revival 
in domestic shipbuilding. The U.S. Shipping Board and 
the Emergency Fleet Corporation were formed and, prin- 
cipally under their sponsorship, gross tonnage of seagoing 
vessels launched rose from 821,000 in 1917 to 3,580,000 
in 1919. Shipyards boomed as never before, shipwrights 
in silk shirts were a token of the times and on a single 
day in 1918 (July 4th) some 90 vessels are said to have 
been launched. 

The end of the war did not bring an immediate end to 
construction activity for a boom in shipbuilding is neither 
started nor stopped in a few months time. Peak of new 
construction was in 1919 but our merchant fleet did not 
reach its maximum until 1921 when, according to Lloyd’s 
Register of Shipping, it totaled 17,026,000 gross tons, 
little short of Britain’s 19,572,000. Since then, however, 
while British tonnage has risen to 21,000,000, ours has 
declined to less than 11,400,000. 

Despite various subsidy schemes designed to offset the 
cost advantages of foreign competitors, the domestic 
shipbuilding industry languished in idleness for more 
than a decade and a half. By 1936 our overseas fleet had 
fallen to fourth place among principal maritime nations 
as regards tonnage, sixth place in speed and next to last 
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in point of age; the entire fleet had not more than five 
more years of economic life. With this as a background 
and with another World War beginning to loom on the 
horizon, Congress passed the Merchant Marine Act of 
1936. 

The Act is well designed to accomplish its objective. 
In addition to providing for subsidies for American ves- 
sels less than 20 years old engaged in foreign trade and 
competing with foreign lines, it grants to American ship- 
builders the difference between domestic and foreign con- 
struction costs up to one-third of the total cost. Builders 
receiving this aid must finance a minimum of 25 per cent 
of the net construction cost to the buyer, but may borrow 
the difference from the Government at 314 per cent and 
take 20 years to pay off the loan. Also, a system of 
trade-in allowances has been set up to encourage ship 
owners to exchange old, inefficient vessels for new ones 
now under construction. 

The Maritime Commission, which administers the Act, 





Merchant Work on Hand, Sept. 1, 1939 





Company Vessels Total Tonnage 

Bethlehem Steel 4 tankers 42,500 
3 passenger-cargo 24,900 

12 cargo 91,500 

3 tugs 3,450 

Charleston Shipbuilding 1 cargo 1,170 
Consolidated Steel. . 4 cargo 25,600 
Federal Shipbuilding... . 1 tanker 11,500 
15 cargo 115,000 

Moore Dry Dock . 2 cargo 17,800 
Newport News Shipbuilding 1 passenger 24,800 
3 tankers 34,500 

4 cargo 29,600 

6 passenger-cargo 55,200 

Sun Shipbuilding . Teargo 57,800 
2 tankers 21,000 

4 passenger-cargo 36,800 

2 seatrain 16,000 

Tampa Shipbuilding 9 cargo 61,600 
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Launching the America. 
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has set as its goal 500 new ships in the next ten vears— 
“a ship a week for 500 weeks”—and estimates the total 
cost at about $1,250,000,000. The program is not an ex- 
travagant one for the 4,000,000 tons of new ships it will 
place on the high seas are sorely needed. But it is exten- 
sive enough to restore boom conditions in our coastal 
shipyards, especially since it may be speeded up a bit 
now that war in Europe has become a reality. Let’s 
have a look at how far it has been carried to date and at 
the companies that are its chief beneficiaries. 

The America was not the first but the nineteenth vessel 
to be launched under the aegis of the Commission. In 
addition, as of September 1, there were 50 others being 
built for its account and it was also assisting in the build- 
ing of a number of tankers by granting funds for incor- 
poration of construction features that will make the boats 
adaptable for wartime use. All and all, there were 
673,000 gross tons of seagoing ships abuilding or under 
contract to American yards for either the Commission 
or private interests, and it is expected that this total 
will be substantially increased by the end of the year. 
Division of this business among principal shipbuilders 
is shown in the accompanying table. 

In addition to merchant work there is a large volume 
of naval work under way in both public and private yards 
including 8 battleships, 2 aircraft carriers, 5 light cruisers, 
43 destroyers, 19 submarines and miscellaneous other 
craft. Total naval tonnage now under construction in 
private yards is in the neighborhood of 300,000 as com- 
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pared with 208,000 at the beginning of the year. 

The work is divided as follows: New York Ship- 

building—1 battleship, 2 destroyer tenders, 2 sea- 

plane tenders and 1 repair ship; Newport News— 

1 battleship, 1 aircraft carrier and 2 destroyers; 

Federal—5 destroyers and 2 light cruisers; Elec- 

tric Boat—9 submarines; Bath Iron Works—8 

destroyers; Bethlehem Steel—1 battleship, 1 air- 

craft carrier, 2 destroyers and 2 light cruisers. In 

the next five years it is expected that the Navy 

will spend close to a billion dollars for new ships. 

Largest of the private shipbuilders in point of 

capacity is Bethlehem which has 14 ship ways. 

Next is Sun with 8, then Newport News (6), 

Bath Iron and New York Shipbuilding (5 each) 

and Electric Boat (4). American Ship Building, 

which builds lake vessels, is in a different cate- 

gory from the coastal concerns but its business 

will probably also be stimulated due to the rush 

for iron ore that is developing as a result of soar- 

ing scrap steel prices. Todd Shipyards, operating 

in New York, New Orleans, Galveston and 

Seattle, does not ordinarily build ships but is the 

largest domestic ship repairing concern and as 
such will participate fully in any boom. 

: How American shipping and shipbuilding are 

going to fare under war conditions depends to a 


large extent on what kind of neutrality legisla- 

> tion we end up with. If cash and carry is applied 

7 to all trade with belligerents. and especially if 

» © American vessels are prohibited from entering 


danger zones, some of our shipping lines may be 
seriously hampered. However, increased busi- 
ness elsewhere, as a result of elimination of the 
merchant fleet of 4,500,000 tons and 
requisitioning of most of British and French tonnage. 
should prove an offsetting factor. In any event, com- 
panies like American-Hawaiian Steamship, Atlantic Gulf 
and West Indies, Eastern Steamship, and Merchants & 
Miners, operating coastal or gulf lines, would probably 
come off satisfactorily while International Mercantile 
Marine whose subsidiaries do a transatlantic and far 
eastern business, might conceivably meet the problem by 
transferring its vessels to, say, Norwegian registry. 


German 


Merchant Fleet Necessary for Defense 


Whether or not cash and carry legislation, if enacted, 
proves a hindrance to domestic ship operators, ship- 
builders are not likely to suffer from any sudden lack of 
demand for merchant vessels. Because of the importance 
of an adequate and up to date merchant fleet from the 
standpoint of natural defense—without such a fleet to 
service it in wartime, the Navy would be tied to its 
land bases—it is probable that the Maritime Commission 
would take up most of the slack in demand if circum- 
stances arose under which private operators found it 
necessary to withdraw from the market. 

Peace, when it comes, may find our long lost pre- 
eminence in world shipping at least partially restored. 
From 1915 to 1918, no less than 8,572,000 tons of British 
merchant vessels went to the bottom. If her losses this 
time are at all commensurate, our fleet may in a few 
years approach Britain’s in| (Please turn to page 692) 
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Continental Can .. 


Better Demand for General Line Con- 
tainers Should Offset Slightly Lower 
1939 Vegetable Pack 


BY GEORGE L. MERTON 


Wraes cans were first made in America a skilled 
workman could turn out about 60 a day. In the 
intervening years improvements in production 
methods have been paced by a steadily increas- 
ing demand. And today in the modern plants 
of Continental Can Co., endless strips of tin are 
turned into cans at the rate of 300 a minute. 
The tin can has become essential in American 
homes and total yearly production long ago 
passed the 16 billion mark. 

The second largest manufacturer of con- 


tainers in the United States, Continental Can — (wrtesy Continental Can Co. 
One of the intricate automatic machines developed for low cost 


produces approximately 25 per cent of total 
domestic output. There are two major groups 
of containers. The first which makes up about two- 
thirds of Continental’s production is the “packers” line 
and includes those steam treated cans used for fruits, 
vegetables, meats and other perishables. The “general” 
line takes in all the rest, the industrial and special pur- 
pose cans used for paints, oil, beer, drugs, ete. 

Chemists have proved that taste, quality and food 
value of canned goods are actually better than those 
of so-called fresh friuts and vegetables. The reason is 
simple. Food packers have their plants right where the 
large crops are grown. They harvest when the produce 
is ripe and have it canned in a matter of hours. Fresh 
foods, on the other hand, have to be picked while still 
green to prevent spoiling in transit, and are often shipped 
a thousand miles to the consumer markets. These facts 
are appreciated, and over 200 kinds of foods are packed 
in cans. 

Much development work in the industrial field has 
broadened Continental’s market in recent years. The 
company is out to put everything into cans that is 
merchandised in package form. Together with American 
Can it raided the beer bottle industry in 1935 with a 
revolutionary can for beer. The bottle-makers laughed, 
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production of cans. 


but this year over 50 per cent of all beer withdrawn goes 
to the customer in cans. Recently oil at 25 cents a quart 
was put on the market in the non-refillable containers. 
Motorists were quick to grasp the value of clean, fresh 
oil, and now Continental is building a plant in Oil City, 
Pennsylvania, for the exclusive production of oil con- 
tainers. Among the forty-odd companies featuring them 
is the Standard Oil Co. of New Jersey. Continental is 
at present perfecting a container for soft drinks and has 
hopes of breaking the tight hold the bottle-makers have 
on this field. If the results of other campaigns are any 
criterion, the pop-bottle may soon be a thing of the past, 
or at least have stiff competition. These advances into 
new fields have given the company greater flexibility 
than is ordinarily found in an enterprise with such a 
solid earnings background. Through its large food can 
business, Continental indirectly serves a vast consumer 
market. Thus, it has shown stubborn resistance to de- 
pression, and reported profits right through the darkest 
years. 

Contracts with food packers are mostly long term, and 
cover all or a definite percentage of the can requirements 
over a period of years. Cans and tops are naturally 


THE MAGAZINE OF WALL STREET 














shi 
rig 
Co 


on 
lat 
can 
plic 
Soi 
bell 
anc 
spe 
con 
con 
S 
yea 
and 
ope! 
than 
pan. 
fooc 
nati 
Can 
subs 
facti 
Coa) 
tm | 
fuel. 
mak 
bega 
pack 
oper: 
hottl 
In ar 
most 
and 
ply i 
Incid 
on t 
indus 


war ] 
be dr 











st 


goes 
uart 
ners. 
resh 
City, 





con- 
chem 
cal is 
1 has 
have 
any 
past, 
into 
bility 
ich a 
1 can 
umer 
o de- 
rkest 


1, and 
nents 
urally 








shipped separately to the customer. Sealing is done 
right at the packing plant in machinery installed by 
Continental under terms of the contract. One sidelight 
on the efficiency of these machines is a clause that stipu- 
lates that not more than two out of every thousand 
‘ans may be faulty. Continental has since 1909 sup- 
plied all the domestic can requirements of the Campbell 
Soup enterprise on a fixed price per unit basis. Camp- 
bell furnishes the principal plants, all the raw materials, 
and pays the labor costs. Continental supplies only the 
special can making and sealing equipment. The soup 
company is, incidentally, rated the largest individual 
consumer of cans in the world. 

Steady expansion of plant facilities over the last ten 
years through the outright purchase of going concerns 
and the erection of additional factories has widened 
operations geographically and diversified output. More 
than $50,000,000 has been spent in this way. The com- 
pany now has forty-seven plants located in strategic 


food canning and industrial centers throughout the 
nation. In addition there are three plants in Eastern 


Canada and one in Cuba. Through a wholly owned 
subsidiary, Standard Tin Plate Co., Continental manu- 
factures about one-half of its tin plate requirements. 
Coal mines that the company owns in the vicinity of the 
tin mills insure an independent, economical supply of 
fuel. In 1936 Continental purchased the extensive can- 
making facilities of Armour & Co., and immediately 
began to supply the can requirements of this large meat 
packing concern. A corrugated paper carton factory is 
operated in Nashville. Tennessee, and caps and seals for 
hottles and cans are manufactured to a limited extent 
in another Southern plant. Container companies make 
most of their machinery. Continental is no exception, 
and seven plants are kept operating at full blast to sup- 
ply its can-making and sealing machinery requirements. 
Incidentally, Uncle Sam is reputed to have his eye 
on the important machine shop facilities of the can 
industry as a whole, and might put them to work making 
war materials for the government should this country 
be dragged into the war. 





One of Continental's plants at Clearing, Ill. 
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Foreign interests of Continental are not large. The 
company has an 11 per cent interest in Metal Box, Ltd.. 
the most important manufacturer of containers in Great 
Britain. Certain contracts give the English company 
the sole right to use its machinery and patents through- 
out the British Isles. In 1931 an agreement was made 
with J. J. Carnaud et Forges de Basse-Indre, the largest 
container company in France, whereby Continental re- 
ceives royalties on the French company’s output of tin 
plate and cans and such machinery as they may produce 
under the American patents. 

The company’s cash position is strong. At the end of 
last year current assets were $57,700,374 of which 
$7,028,546 was cash, against current liabilities of only 
$5,312,915. Earnings have been steady 
during difficult years. In 1929 the com- 
pany reported $5.02 per share, and in 
1932, worst year of the depression, $2.78 
per share. Last vear earnings were $2.17 
per share, and reflected certain adjust- 
ments that the company had to make. 
In common with other concerns in the 
can industry, Continental’s contracts 
with customers contain provision for 
possible changes in the price of tin plate. 
To compensate for the decline in tin 
prices below official quotations the com- 
pany, at the end of last year, refunded 
to its customers 25.6 cents per base box 
of plate represented by their purchase 
of cans throughout 1938. Though Conti- 
nental in turn received like refunds from 
suppliers of plate, it had to absorb ap- 
proximately $1,900,000 of the rebates 
since it makes half of its tin plate re- 
quirements. This loss it is believed will 
to a large (Please turn to page 698) 
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As the Trader Sees Today’s Market 


An Investor's Switching Operations 


BY 


r 

L.. distinction between investment and trading is 
frequently too rigidly drawn to make either term an 
adequate identification of a particular individual’s ob- 
jectives and methods. They cannot be distinguished by 
mere frequency of transactions because the best of 
traders will often hold positions unchanged over long 
periods of time and the most conservative of investors 
sometimes find great activity necessary in their accounts 
in the course of switching to conform to new conditions 
and _ policies. 

A case in point is that of a man who has every right 
to consider himself an investor, yet has made forty 
trades in the stock of the one company over the last 
ten vears. His investment has been unprofitable during 
that period, but his trading has been very successful. 
While the circumstances in this case are unusual, the 
results show what can be done with a bit of logic and 
a great deal of patience. 

To begin with, this man was the owner in 1929 of 
1.000 shares of stock in a certain company in which he 
was otherwise interested. His holdings consisted of 500 
shares of common and 500 preferred, both voting on an 
equal basis. So far as he was concerned, 1,000 shares 
of stock in this enterprise was a permanent investment, 
not to be dumped when the issues seemed too high and 
reacquired at a profit. The motive was one connected 
with his business relations with the company. He had 
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1929 market price, but in its ability over the long run 
to produce earnings and dividends which would carry 
the investment. On the other hand, since the company 
was an established and settled one, he had no illusions 
as to greatly multiplied earnings and stock splitups. 
There would be good, bad and indifferent years, but no 
great alteration in the general plane of earning power. 

Now the company was not actually U.S. Steel, but it 
was very similar in most respects and it will be violating 
no confidences to apply his reasoning and methods to X. 
Net results are surprisingly alike no matter which stocks 
are used, and this is probably the best recommendation 
for the idea, having in mind its use by others. 

Owning 500 shares of Steel common and 500 preferred 
in January, 1929, this investor felt that a market price of 
188 for the common was somewhat on the high side, 
probably farther above average values than the price 
of 143 for the preferred, which paid a $7 dividend. He 
had the impression that in a rough way parity for the 
two issues represented the mean between very good and 
very bad business conditions. Since his aim was to own 
1,000 shares of the two combined or either one, the ideal 
position would be to own the common during the more 
depressed sections of the business cycle and to switch to 
the preferred when times became prosperous. 

His experience had taught him that a business man’s 
judgment of prosperity and its endurance can be rather 































































complete confidence in his stock, not necessarily in its treacherous. Besides, his judgment was completely 
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wrapped up in running his own business. Little as he 
liked the purely mechanical methods of handling any 
investment, he could excuse the mechanics if they were 
inspired by a sound underlying purpose. He decided 
to adopt a variation of scale trading. 

The most obvious solution would have been to own 
nothing but preferred when the common was higher 
and nothing but common when it was lower. This, how- 
ever, would have meant switching even each time and 
would have furnished no progress toward the goal he was 
aiming at. He might have established a neutral area, 
say when the common and preferred were within twenty 
points of each other, in which he would own 500 shares 
of each. Then when the common moved more than 
twenty points above the preferred he could sell it and 
increase his preferred position to 1,000 shares, reversing 
completely only when the common fell twenty points be- 
low the senior issue. Had it not been for his desire to 
maintain total holdings unchanged, he might have worked 
out a scheme for reducing his position in both at times 
when prices were quite obviously inflated. 


Modified Scale Switching 


Instead, he decided to buy 50 shares of common each 
time the preferred gained 10 points over it, except when 
the common was selling higher than the preferred. When 
the common was at a premium he would buy 50 shares 
more only on each gain of 15 points by the preferred over 
the common. Conversely he would sell 50 shares of com- 
mon each time it appreciated 10 points in relation to the 
preferred whenever the common was higher, regardless 
of actual levels and considering only the relationship 
between the two issues. When the common was lower 
than the preferred and gained more than the senior issue, 
he would sell 50 shares whenever the gain amounted to 
15 points. In each case he would match a sale of com- 
mon with a purchase of an equal amount of preferred 
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stock and a purchase of common with a sale of preferred. 
He would at all times own 1,000 shares of the two issues 
combined. 

Still assuming the stock to have been U. S. Steel. he 
found a spread of 40 points between common and pre- 
ferred in January, 1929. (Common—183, preferred— 
143.) His first move was to sell four units, amounting 
to 200 shares, of the common because of the 40 point 
spread, and to buy 200 shares of the preferred. In May 
the spread narrowed to 25 points, making the change of 
15 points requisite when the common was selling higher, 
and he bought back 50 shares of common at 165, selling 
the same amount of preferred at 140. In the following 
month the spread widened first to 35, then to 45 points, 
and each time he sold 50 shares of common and bought 
50 shares of preferred. 

By August when the spread passed 105 points he had 
sold all his common stock and held 1,000 shares of pre- 
ferred. In September he bought back one 50-share lot 
of common, two more in October and two in November, 
as the junior stock fell in steps of 15 points as compared 
to the price of the senior. This process continued, grad- 
ually enlarging his holdings of common, which reached 
600 shares at the end of 1931. 

Meanwhile the result of these switches was to build 
up a cash fund as higher priced stock was sold and lower 
priced bought. By the end of 1931 the net switching 
out of preferred and into common had brought the cash 
balance close to $30,000 and this was exactly the time 
when accumulated funds possessed the greatest possi- 
bilities of usefulness. By the middle of September, 
1939, the fund had grown further to $38.000, without 
allowing for expenses of trading, which were easily taken 
care of out of dividend income. The position at that 
date was long 700 shares of common and 300 preferred, 
the last transaction having taken place when there was 
a spread of 45 points in favor of the preferred. If the 
common goes higher and in (Please turn to page 699) 
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The Outstanding Steels 


National 


Inland 


Unmatched in Earning Power, Although Exceeded in Size 


BY H. L. 


I. the prince or pauper steel industry there are two 
perennial princes—Inland Steel and National Steel. 
Their claims to royal ranking rest solidly on records 
unique among the major companies throughout two 
depressions and a short spell of prosperity. Inland lost 
money in one year out of the last ten, National stayed 
consistently in the black. Inland practically duplicated 
1929 results two years ago and National set a new 
record. They were the only large companies to avoid 
losses in 1938 on their common stocks and the only 
ones to come through with substantial earnings in the 
first half of this year. To anyone familiar with the 
typical experience of major steel companies during 
the last decade the distinction that sets these two 
off from the occasional paupers of the industry is very 
clear. 

A skeptical eye has come to be the reception accorded 
merger proposals nowadays, with so many failing to 
live up to the promises of their beginnings: and this 
applies particularly to the combinations made during 
prosperity peaks. Yet National Steel was put together 
at what must have been close to the worst possible 
time in our history—September, 1929—and it was the 
only integrated steel company in the country to earn 
money on its common stock three years later. Then 
early in 1935 someone looked at the outstanding records 
of these two companies and thought of putting Inland 
and National together in a merger that would move 
the new enterprise up to fourth place for size in its 
industry. That was a satisfying idea in many ways— 
to join excellent qualities, combine strength with 
strength, and make the sum more than its parts. 

Nothing has ever come of it, however, and it has 
probably been just as well, for separately the companies 
have done about everything that could have been 
expected of them since then, both in the good years 
and in the bad. But the merger’ would have simplified 
matters in one important way. It would have elimin- 
ated the problem facing an investor today who plans 
2 commitment in the steel industry and is looking for 
the one equity with the soundest claim on his attention, 
with the greatest stability in an unstable business, with 
the best chance for dividend payments in the bad 
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years combined with growth in prosperous times. As 
it stands, there might be worse methods of making a 
choice between National and Inland than tossing a coin. 

The accompanying table will give an idea of how 
they stand in relation to their competitors, National 
in fifth place and Inland in seventh. Ingot capacity 
of U. S. Steel is 25,790,000 tons annually, Bethlehem 
10,042,000 tons, National 3,400,000 tons and Inland 
2,760,000. Of the eight leading steel makers, only one 
showed smaller earnings per share in 1929 than Inland 
and National. Of the same eight, none approached 
their achievement in 1938. 


Records of Good and Bad Years 


The average per cent of total income based on 
capitalization of the twenty-two largest steel companies 
in 1937 was 6.07 per cent. National Steel’s figure was 
11.26 per cent and Inland’s 10.14 per cent. In the 
following year the average for the twenty-two com- 
panies was 0.57 per cent, but for National it was 4.80 
and for Inland 4.73 per cent. Average net income 
per ton of ingot capacity was $3.30 for the twenty-two 
companies in 1937, $6.59 for National and $5.41 for 
Inland. The figure for U. S. Steel was $3.68, for 
Bethlehem $3.40 and for Republic $1.42. That, mind 
you, was in a good year, when the biggest companies 
are expected to do their heavy earning, a year when 
U. S. Steel operated at an average of 71 per cent of 
capacity and Bethlehem at close to 78 per cent. 

In the following year the composite net income per 
ton of ingot capacity was a red figure, but National 
earned $1.96 and Inland $2.10. This figure ignores 
preferred dividend requirements, which are neverthe- 
less important to the common stockholder. Only one 
other company in the first eight showed any net income 
at all, but Bethlehem’s preferred dividends more than 
ate up the earnings, while Inland and National are 
the only two in the group without any stock ahead 
of the common. Partly for that reason but more 
because of consistent earning power National had the 
distinction of paying dividends straight through the 
depression while Inland failed to make some payment 
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on its stock in but one year. 


Management has been a big fac- 
tor in both success stories as it is 
in most. Or perhaps it was merely 
good fortune that led to the inclu- 
sion of the Great Lakes Steel Works 
at Detroit in the merger with Ernest 
T. Weir’s plant at Weirton, West 
Virginia. The obvious thing to do 
was to stay in the steel center— 
the smart thing was to go to the 
important customer. National Steel 
combined the obvious and the smart, 
held its place at Weirton, which 
has never been a drawback, included 
the iron ore of the M. A. Hanna 
interests, and reached out for a new 
and struggling plant at Detroit, the 
only one of any size in the auto- 
mobile center. 

The ordinary merger in those days 
was consummated on the simple 
philosophy that a doubling of ca- 
pacity without corresponding in- 
crease in certain management and 
selling expenses meant considerably 
more than doubled profits. Even 
now it sounds almighty plausible. 
The reasons why it works in some 
cases and not in others are unusually 
apparent in National Steel. The elements entering into 
the fusion were not duplicates; they were mutually 
helpful, and they came under the control of a manage- 
ment able to handle the enlarged proposition with a 
certain amount of deftness. This is not pure tribute 
to management qualities, for it is quite possible that 
something on a more mammoth scale might have eluded 
their control, might have taken on the cumbersome 
attributes so many mergers achieve along with the 
greatness that is thrust upon them. At any rate, 
National Steel started and continued in the hands of 
steel men, not bankers, and it was handled from the 
beginning as an enterprise intended to create profits, 
not prestige. 

Naturally, success in one meant success in both. The 
organization as it exists today has grown through its 
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Adding molten iron to a heat of steel. 


own efforts, without floating stock or running into 
any burdensome debt. Funded obligations of the com- 
pany total $62,275,000 and stock outstanding consists 
of 2,198,967 shares. Current assets of $49,959,000 on 
March 31, 1939. were 4.4 times current liabilities of 
$11,412,000. and cash alone amounted to $15,408,000. 
As the second largest producer of tin plate, with an 
annual capacity of about 8,750,000 base boxes, National 
has a useful anchor to windward when hard times hit 
the other divisions of the steel industry. With not 
very far from half of its production aimed at the auto- 
mobile market the company has found a profitable 
target. The balance constitutes its stake in heavy 
and miscellaneous steels which seem to be on the 
upgrade so far as demand goes. 

The story of Inland is at (Please turn to page 692) 





The Ranking in the Steel Industry by Capacity—and the Records 


(Earnings per common share) 








First 1929 to 1938 incl. 
Half Total Total 
1929 1932 1937 1938 1939 Income Deficits 
Rare OS ooo ae ace edie eae She $21.19 $11.08d $8.01 $3.79d $1.22d $41.23 $27.73 
Bethlehem.................... 11.01 8.11d 7.64 »70d 278 26.00 18.27 
OT Se ee re are ree NF 7.58d 1.19 1.86d .02d 3.42 26.72 
Jones & Laughlin............. 29.04 20.86d 1.18 17.33d 5.04d 38.90 76.90 
WRMOMOMION. ose ooo eee ceeer (a)5.41 277 8.21 3.03 1.99 y 7 ee 
Youngstown.................. 17.28 11.75d 6.79 -89d .08 36.91 29.90 
UNNI WRN e055 /s Soc reladaxo fete tones 9.76 2.77d 8.05 3.12 2.33 45.73 2.77 
American Rolling Mill........ 4.24 1.29d 2.55 1.16d -23 11.84 4.84 
NF—Not available. (a)—Constituent companies. d—Deficit. 
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Peace Scares 


It is the nature of the stock mar- 
ket to decline on war scares in times 
of peace and on peace scares in times 
of war. Possibilities of the latter are 
bound to persist as long as the pres- 
ent war itself lasts and it is of inter- 
est to recall the market’s action in 
December, 1916, when Germany 
made a peace overture, later refused 
by the Allies who countered with an 
offer of their own which, in turn, was 
rejected by Germany. On the day 
following Germany’s offer, war stocks 
broke 5 to 27 points and during the 
full period of the scare some of the 
higher priced leaders sold off as 
much as 75 to 100 points. BETH- 
LEHEM STEEL was outstanding, 
declining from 626 on December 11 
to 489 on the 21, or 22% in ten days. 


Industrial Briefs 


New business is piling up on the 
books of the LUMBER INDUS- 
TRY at the highest rate since 1930. 
Orders are running 42% ahead of 
production. * * * MAIL ORDER 
sales, unaffected by the war, are con- 
tinuing to show about the same rate 
of gain over last year as in previous 
months of 1939. * * * With old, long 
idle blast furnaces hastily being 
brought back into production, RE- 
FRACTORIES report a heavy in- 
crease in business and some interests 
look for the best fourth quarter iu 
three years. * * * FERTILIZER 
COMPANIES have lost a consid- 
erable volume of foreign phosphate 
business with belligerents (imports 
are banned in England) but more 
than offsetting factors are the pros- 
pects of increased sales to neutrals 


674 


and to domestic farmers as a result 
of materially higher crop prices. * * * 
Seasonal upturn in demand _ for 
AUTOMOBILES is exceeding ex- 
pectations, sales for the first 20 days 
of September running 3544% ahead 
of the like 1938 period. * * * Sharp 
gains in the CHEMICAL INDUS- 
TRY that started with the outbreak 
of war have now assumed boom pro- 
portions and near-record earnings 
are indicated next quarter. 


Bond Market Note 


With VANADIUM common sell- 
ing close to its 1939 high of 40, con- 
siderable interest is developing in 
the company’s debenture 5’s of 1941, 
convertible into common at the rate 
of 26 2/3 shares of stock for each 
$1,000 par value of the bonds. The 
latter are being quoted around 114 
against a high for the year of 1181/4. 
a low of 96 and a call price of 100. 
Interest charges were earned 6.27 
times in the first half of this year 
and net was equal to $1.01 per com- 
mon share, against a deficit of 2 
cents a year earlier. July and Au- 
gust sales are understood to have 
been well ahead of the first half 
average. 


Building in Wartime 


The prevalent idea that building 
activity tends to decline in time of 
war cannot be demonstrated empir- 
ically. On the record, in fact, exact- 
lv the opposite would appear to be 
the case. Building contracts awarded 
in 27 eastern states averaged $860,- 
300,000 annually in the 1910-14 peri- 
od. The trend thereafter was sharp- 
ly upward as follows: 1915—$977,- 


For Profit and Income 


700, 1916—$1,412,900,000, 1917—$1,- 
691,100,000, 1918—$1,767,400,000. It 
may be that had there been no war, 
building would have shown even 
greater gains for in the first post-war 
year, 1919, the total jumped sharply 
to $2,699,200,000. Present outlook 
is for diversion of public building ac- 
tivity from buildings to airports, har- 
bors, roads and other semi-defense 
projects, an increase in rail, utility 
and industrial construction and pos- 
sibly also in residential construction 
provided material and labor costs are 
held within bounds. 


Earnings Estimates 


Among third quarter earnings esti- 
mates now coming to hand from 
usually reliable sources are the fol- 
lowing: AMERICAN CHICLE — 
$2.23 per common share versus $2.13 
a year ago; BARNSDALL OIL—20 
cents versus 41 cents; COLUMBIAN 
CARBON—$1.20 against $1.04; 
CONTINENTAL OIL—40 cents 
against 58 cents; GENERAL MO- 
TORS—25 cents versus 7 cents; 


SCHENLEY DISTILLERS — 75 


cents versus 44 cents; UNITED 
CARBON—85 cents against 83 
cents. 


Rails vs. Equipment 


With railroad earnings following 
the steep upward curve of carload- 
ings and the principal equipment 
makers enjoying a sudden flood of 
business, the question of carrier 
shares versus equipments as specula- 
tive media has come to the fore. In 
the early phases of the last war, the 
latter group easily outstripped the 
former. From the 1914 low to the 
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1915 high, an average of five repre- 
sentative equipment stocks rose 
53% while the Dow-Jones rail aver- 
age advanced only 24%. Which was 
by no means surprising in the light 
of their comparative status at the 
time. For while combined railroad 
operating revenues for the fiscal year 
ended June 30, 1915, declined $155,- 
000,000 from the preceding twelve 
months, equipment orders for the 
calendar year 1915 were up about 
30% from 1914 levels. Thus far in 
the present war market, the equip- 
ment shares have again outgained 
the carriers. From its immediate 
pre-war low on August 24 to the re- 
cent high on September 27, the rail 
average rose 40%; during the same 
period, the five equipments rose 69%. 


Bank Stocks 


Bank shares have not failed to 
participate in the general upsurge 
of equity values since the beginning 
of September, an average of eight 
leading NEW YORK CITY BANK 
STOCKS showing a gain of 14% dur- 
ing the first four weeks of war. The 
advance has occurred despite weak- 
Government bonds which 
comprise upwards of four-fifths of the 
total bond account of the typical 
New York institution. For in most 
cases ample reserves have been set 
up against premiums paid in excess 
of par and, in general, some 60% of 
Federal obligations held mature in 
less than five years. More to the 
point is the marked increase that is 
taking place in business loans, tra- 
ditional mainstay of bank earnings 
in more normal times. There is also 
the distinct possibility of higher in- 
terest rates later on. And, inci- 
dentally, there has been talk of late 
of listing some of these shares on the 
Curb where, it is quite possible, they 
would command higher price-earn- 
ings ratios. 


ness in 


Double Stake in Defense 


FREEPORT SULPHUR would 
qualify as a war baby on the strength 
of its sulphur operations alone but 
the company also has substantial 
manganese interests which give it a 
double stake in that part of the na- 
tional defense program involving ac- 
cumulation of essential war commod- 
ities. During the last year almost 
two-thirds of our manganese im- 


OCTOBER 7, 1939 





THEN AND NOW 


The last war came as a distinct surprise to most of the world and, at its outset, 
was generally expected to be of short duration. The present conflict has been 
widely anticipated for months if not years and the concensus of official as well 
as popular opinion is that it will be of long duration and widening scope. Hence, 
probably, the contrast in business’ reaction in 1914 and 1939. 


In the first month of war in 1914, in- 
dustrial production, as measured by the 
Cleveland Trust Company's index, de- 
clined 3.3 per cent from the preceding 
month. 

* * - 

Industrial production during the first month 
of war in 1939, this time as measured by the 
Federal Reserve Board's index, gained about 
6 per cent over the preceding month. 

* * * 

Raw material commodity prices show- 
ed virtually no change in August, 1914, 
as compared with the levels of July. 


* * * 


Staging one of the sharpest one-month 
advances ever recorded, raw material com- 
modities rose nearly 24 per cent above the 
August average in September, 1939. 

* * * 

In August, 1914, bank clearings drop- 
ped 31 per cent below the total for 
July, largely in reflection of the closing 
of security exchanges. 

* * * 

Bank clearings for September of this year 
jumped 13 per cent over the August figure, 
reflecting among other things heavy trading 


in a rising stock market. 


Steel operations were virtually un- 
changed from levels of the preceding 
month in the first month of the last war. 


* * * 


In the first month of the present war, steel 
operations jumped 21 points from 63 per cent 
of capacity in the last week of August to 84 
per cent in the final week of September. 


* * - 


In August, 1914, we shipped $15,090,- 
000 of gold to foreign countries, mainly 
to Europe. 


* * * 


In September, 1939, we imported about 
$300,000,000 of gold from Europe despite the 
jump in shipping and insurance costs and a 
changed policy in sterling defense. 


* * * 


European holders of American secur- 
in 1914, 


slaughtering prices in their haste, and 


ities rushed to dump them 


creating a panic here. 


* ~ - 


Today Britain and France have taken steps 
to assure that American securities held by 
their nationals will be sold as the need arises, 


and on a scale up—not down. 





ports have come from Russia, India 
and Africa, sources that we can no 
longer count on. However, Cuban- 
American Manganese, subsidiary of 
Freeport, has recently doubled its 
output by concentrating manganese 
ore on a commercial scale by the 
flotation process. Government bids 
for more than 100,000 tons will be 
opened October 19. 


Street Gossip 


A. T. & T. covered its $2.25 divi- 
dend in the quarter just closed for 
the first time since 1937, thanks to an 
extra Western Electric dividend, the 
usual seasonal gain in phone installa- 
tions and heavy use of its long-dis- 


tance facilities as a result of the Eu- 
ropean situation. * * * Withholding 
of world COPPER STATISTICS is 
understandable under present cir- 
cumstances, but the Street does not 
see why the domestic figures should 
not be published. 

Bureau of Agricultural Economics 


forecasts continued rise in CON- 
SUMER BUYING POWER 


throughout remainder of the year. 
*** In the chemical group, UNION 
CARBIDE and AIR REDUCTION 
are especially favored by some trad- 
ers by reason of their large stake in 
heavy industry. * * * Firmer price 
situation and increased demand have 
considerably improved OIL INDUS- 
TRY’S prospects in past few weeks. 
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The Merchandising Stocks 
Have Better Days Ahead 


There Are Only a Few Exceptions to the 


General Rule of Large Volume, Larger Profits 


BY PHILIP DOBBS 


jm declaration of war was the signal for one of the 
most spectacular uprushes the stock market has seen in 
recent years. On heavy volume steels, chemicals, tex- 
tiles, metals, and others soared into new high ground. 
One section of the market, however, was conspicuous by 
its failure to participate in this move—the merchandis- 
ing stocks. Volume was heavy here too, but they got 
nowhere. Then slowly they began to pick up fractions 
while other stocks added points. 

This action, or the lack of it, is not surprising. The 
reasons are found in the basic factors that govern retail 
trade. Department stores, variety stores, mail order 
establishments, and food stores supply essentials for 
which the demand is fairly stable. People must eat, 
dress, furnish their homes, and buy an endless number 
of incidentals in the course of every day life. Naturally 
the volume and value of their purchases responds to 
increased industrial and business activity, but by and 
large the swings are longer and smoother than for any 
other type of business. Thus merchandising stocks move 
over a narrower range than those of the more volatile 
industries, though of course they keep in step with the 
general trend. 

For the first six months of this year retail sales aver- 
aged a shade over 6 per cent ahead of 


in from out of town. The net results was rather large 
losses for most of them during the first months of the 
year. Drastic economies were made, even to the point 
of having employees take several weeks off without pay. 
It took some time for these corrective adjustments to be 
made, but reports indicate that operations are now on a 
more profitable basis. 

The huge stocks of slow goods that must be carried to 
maintain the “all under one roof” principle and the 
extraordinary services that department stores render 
make their operating costs inflexible and profit margins 
slender at best. Data collected by the National Retail 
Dry Goods Association shows that operating profits of 
department stores and specialty stores experienced a 
drop from the already low figure of 1.6 per cent in 1937 
to 0.3 per cent in 1938. The increase in unemployment 
taxes, salaries, and wholesale prices were mainly re- 
sponsible for the lower returns. A further burden on the 
stores is the propensity customers have for returning 
goods. Surveys show that many shoppers regularly take 
three or four articles although they intend to purchase 
only one if they buy at all. This creation of a display 
counter in their homes costs money. It is partly re- 
flected in higher prices, but since competition is keen the 





last year. In dollars and cents this 
amounted to $17.9 billions against $16.9 
billions. In addition, the Department of 
Commerce reports that a generally lower 
price level prevailed during the early 


Favored Merchandising Stocks 


months of this year in contrast with 1938. 
This would mean an even more signifi- 
cant rise in the total volume of goods 
sold. These gains were well distributed 
throughout the country with the excep- 
tion of the New York area. The drawing 
power of the World’s Fair was sadly mis- 
judged by the greater majority of retail 
stores in that city. They increased their 
inventories, and instituted expensive 
special services for the benefit of the 
hordes of customers that were to swarm 
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Sales in Millions Price Range Recent 
6 mo. 1939 6 mo. 1938 1938 Price Dividend $ 
Interstate Dept. Stores............... 10.94 10.45 18 6% 13 N.S. 
a 45.65 43.91 53 28% 50 3.00 
Federated Dept. Stores.............. 47.49 45.99 29 12%, 24 t.@5 
RU MOIS cinlaseisy ceo: Sesiasntares seas 15.22 13.97 28%, 13% 30 1.60 
pO EOE CORT ECT re ee 115.66 105.30 8514 55 8s 3.00 
gc eee eer nce 19.99 17.86 621% 34% 65 3.00 
MIDE 6 winless bes boc EROS hanes 13.06 12.77 14% 44, 75 4.00 
ee EIDE. POD OE EEE 110.02 107.92 215% 123% 25 1.60 
Montgomery Ward................. 219.36 190.59 54%, 25 55 $.25 
t Latest. 
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stores must absorb a large percentage of the loss. Total 
inventories for the nation’s department stores indicate 
that a hand to mouth purchasing policy has been pur- 
sued for the most part. The seasonally adjusted Fed- 
eral Reserve index shows that store inventories stood at 
67 in July (latest month available), exactly the same as 
a year ago, while sales have been consistently ahead and 
were 86 in July against 83 at the same time last year. 

The general position of department stores throughout 
the nation is improving rapidly, and even the New York 
stores have already reported signs of a vigorous increase 
in purchases. It is expected, however, that Macy, Gim- 
bel, and Best will lag behind such companies as Asso- 
ciated Dry Goods, Federated Department Stores, and 
May Department Stores whose main outlets are not in 
that area. Many of these stores, notably Macy, are 
making remarkable sales progress with house brands of 
drugs, soaps, household goods and other articles that 
they offer at prices far below those of nationally adver- 
tised merchandise. With profit margins wider, and costs 
more completely under control, the outlook for the group 
as a whole is encouraging. 


Plainly Marked Prices 


Variety stores, working on the established principle 
that the public wants to know just what an article will 
cost before they even consider buying it, have set won- 
derful records. Sales of Grant, Kress, McCrory and G. C. 
Murphy surpassed 1929 figures in 1937 and are threaten- 
ing them again this year after a comparatively minor 
setback last year. Oddly enough as the number of stores 
increases, no optimum point seems in sight, except from 
possibly the tax angle. In the light of the unfortunate 
developments in Europe, Woolworth must be considered 
in a class by itself. The original 5&10 favorite has re- 
vamped its policy to include sales of articles ranging in 
price up to $1.00 in accordance with the location of the 
individual store, and profits were improving. Now, 
however, approximately 35 per cent of total revenue will 
be lost for a time at least. Of the company’s 2,752 stores 
737 are in England. Taking into account the tremendous 
income levies, and the exchange restrictions, it does not 
seem likely that these stores will contribute to earnings 
for some little while. With this one exception, the variety 
groups have reported steady gains in every part of the 
country. 

The confiscatory taxation which rose to dizzy heights 
with the Patman proposal are definitely on the wane. 
The public felt its interests too directly attacked when 
the results of these proposals were brought home to them 
in the threat of sharply higher prices. Other legitimate 
taxation is heavy but can be coped with, and though 
profit margins are far slimmer than they were in the 
1929 period, they are well maintained. 

Combining the best features of chain department stores 
and mail order houses, Sears Roebuck and Montgomery 
Ward occupy a special niche of their own. Montgomery 
operates 580 stores and derives about 60 per cent of its 
earnings from them, while Sears has 500 stores which 
account for about 55 per cent of total revenue. These 
stores are located consistently in the middle sized towns 
giving them a great advantage over the small independ- 
ents and not forcing them to compete with the large 
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stores in big cities. An outstanding feature of both 
companies is that they will extend credit on all pur- 
chases over $10. Most department stores will not allow 
time payments on soft goods, and have a much higher 
minimum. Profit margins for both have been subject to 
considerable trimming since 1929, but on the whole have 
stood up better than any other retail group. Sears is 
ahead of Montgomery in this respect with a figure of 
5.2 per cent for last year against 4 per cent for the latter. 
The outlook for these unique and highly successful enter- 
prises is excellent. On the basis of current returns even 
the most conservative estimates indicate that this will be 
a banner year. Earnings are running almost 100 per cent 
ahead of last year, and in the case of Montgomery Ward 
have set a new high record. The farmer’s position has 
been vastly improved by the sharp rise in commodity 
prices as a result of the war. And in addition the gov- 
ernment appropriation of $1,217,000,000 for the 1940 
farm subsidy and parity program set a new record. There 
seems not the slightest doubt, therefore that farm pur- 
chasing power will soon reach the high for recent years. 
Naturally the two companies will benefit accordingly, 
for it is a fact that they have a catalogue in almost every 
farm house in the nation. 

The position of the leading food chains has improved 
greatly over the last few months. They proved their 
strength and justified their operations under the dual 
pressure of price wars within and the threat of confisca- 
tory taxation without. A more (Please turn to page 694) 
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Six Stoeks for 
War Market Profits 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Air Reduction Co. 


1939 Price Range Recent 
High Low Price Dividend 
68 45% 65 $1.00 


(Plus extras) 


About 75 per cent of the revenues of Air Reduction 
Co. are derived from the production of oxygen and 
acetylene gases, together with the equipment employed 
in using these elements for cutting and welding of steel, 
iron and other metals. Utilizing air as its principal raw 
material, the company is never confronted with inven- 
tory problems and labor costs likewise are an extremely 
small item, accounting for perhaps one-eighth of total 
costs. The record shows Air Reduction Co. entering its 
first full year of operation in 1916, paying its first divi- 
dend the following year, and never reporting a loss or 
omitting dividends since. This is an exceptional record 
when considered in relation to the fact that the com- 
pany’s operations are closely geared to the pace of gen- 
eral industrial activity. When steel mills, railroads, 
building construction, public utilities and factories all 
over the country are stepping up activities, Air Reduc- 
tion prospers. However, even in a year like 1932, the 
company managed to get along far better than the 
average industrial enterprise. Last year again, Air 
Reduction, despite a sharp decline in the activities of its 
principal customers, was still able to show earnings of 
some $3,700,000. Although the latter figure represented 
a substantial decline from the 1937 level of $7,326,835, 
and was equal to only $1.47 a share, compared with $2.85 
a share in 1937, it was considerably better than the show- 
ing made by many companies also identified with the 
same fields of industrial activity. 

Not the least of the advantages to be found in Air 
Reduction is the modest capitalization and its excellent 
financial position. The company has no funded debt or 
preferred stock outstanding, common stock consisting 
solely of 2,563,992 shares of capital stock. At the end of 
1938, current assets, including cash items of nearly 
$12,000,000, amounted to $17,616,731 and current liabili- 
ties were $2,510,727. 

In the first six months of the current year, earnings 
recovered encouragingly, totaling $2,232,595, or the 
equivalent of 87 cents a share for the stock, comparing 
with $1,684,347 or 66 cents a share in the first six months 
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of 1938. With the advantage, however, of rapidly accel- 
erating activity in the steel, shipbuilding and other heavy 
industries, results in the last six months promise to be 
even more impressive. Recent levels for the shares of 
around 65 compare with a 1937 high of 8014. Obviously 
a premium issue when viewed in relation to expected 
earnings, the shares nevertheless may be expected to com- 
mand considerable market respect at advancing quota- 
tions in any period of expanding business activity. 


Link-Belt Co. 


1939 Price Range Recent 
High Low Price Dividend 
47 3142 45 $1.00 


Link-Belt Co. justly boasts that its products enter 
every industry. Broadly stated, they imelude prac- 
tically everything for handling materials mechanically 
and for the transmission of power from one shaft to an- 
other. The company has long specialized in the develop- 
ment and manufacture of conveying machinery, and 
some idea of the range of these products can be gathered 
from the fact that they include locomotive cranes, gaso- 
line crawler cranes and shovels, car dumpers, grain car 
unloaders, speed reducers, oil pumping units, coal tipples, 
and sand and gravel washing plants. The division of 
the company’s business represented by these products 
has in recent years gradually over-shadowed the manu- 
facture of chain link-belts on which the business was 
originally founded. Nevertheless, chain belts still con- 
tribute about 20 per cent of the company’s sales volume 
in a normal year. 

The nature of the company’s products is obviously 
such that sales and earnings are likely to make their best 
showing under general business conditions conducive to 
industrial expansion and rehabilitation. For this reason, 
fluctuating earnings have been the rule rather than the 
exception. Yet during the late depression years, Link- 
Belt recorded only a single deficit. That was at the bot- 
tom of the business slump in 1932 and even in that year 
the deficit was less than $1,000,000. During the period 
from 1929 to 1932, sales fell from about $26,500,000 to 
less than $7,000,000. In the face of this severe decline 
in volume, the company’s depression record was doubly 
impressive and compared favorably with that of many 
another company having the benefit of a relatively 
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greater measure of inherent stability. Since 1932, the 
recovery in the company’s business has been fully as 
rapid as was the preceding slump. In 1937 sales estab- 
lished a new peak, exceeding slightly the previous record 
set up in 1929. For all of 1937, the company reported 
a net profit of $3,232,373, or the equivalent of $4.47 2 
share on 675,573 shares of common stock. In 1938, sales 
dropped about $8,000,000 and this coupled with higher 
costs, resulted in a fairly substantial decline in net profits 
to $1,106,041, or $1.33 a share for the common stock. In 
the initial quarter of the current year, net fell slightly 
below that for the same period of 1938, but in the June 
quarter, the increase was sufficient to bring first-half earn- 
ings up to $442,479, compared with $382,352 in the same 
period of 1938. Applied to the common stock, these 
results were equivalent to 49 cents and 41 cents per 
share, respectively. Gains in the last half year promise 
to attain more impressive proportions. So diversified are 
the company’s outlets that rising industrial activity will 
inevitably be reflected in increased sales. The prob- 
abilities are that the company could handle a substan- 
tially larger volume of business without a corresponding 
increase in costs, suggesting the likelihood that profits 
may increase at a proportionately greater rate than sales. 

Link-Belt Co. has no funded debt, and capital stock 
consists of 32,778 shares of 614 per cent cumulative pre- 
ferred stock and 709,177 shares of common stock, includ- 
ing 33,604 shares in the company’s treasury. Current 
assets at the end of last June, including $3,270,861 cash 
and $2,302,000 marketable securities, amounted to $12,- 
978,999, while current liabilities were $1,827,775. Mod- 
estly capitalized and comfortably situated financially, the 
company is in a position to pursue a liberal dividend 
policy. Payments have been made on the common stock 
this year at the rate of 25 cents quarterly and may be 
augmented at the year-end by an extra. 

Not a war issue in the strict sense of the word, Link- 
Belt shares nevertheless should be benefitted indirectly 
by circumstances arising from the European war. 


Bower Rolier Bearing Co. 


1939 Price Range Recent 
High Low Price Dividend 
312 192 31 $2.00 


A comparatively small but flexible company, modestly 
capitalized, Bower Roller Bearing Co. has even under 
the poorest industrial conditions been able to give a 
relatively good account of itself. Even in the worst of 
the depression years, the company was able to avoid 
deficit operations and over the past decade earnings have 
averaged better than $2 a share. 

The company is one of the leading manufacturers of 
roller bearings, with a substantial proportion of its out- 
put going to the automobile industry. In addition to 
supplying products to all the leading automobile manu- 
facturers including Ford, Chrysler and General Motors, 
the company also supplies International Harvester, a 
high ranking manufacturer of mobile farm equipment 
and motor trucks. Although the company is still heavily 
dependent upon the automobile industry, in recent years 
it has successfully expanded its field to include the rail- 
road, agricultural equipment and other industrial users. 

Prior to 1938, net had been increasing steadily in each 
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sticcessive year but in that year, due principally to the 
sharp slump in automobile production, net profits 
dropped from the record-breaking level of $1,220,099 in 
1937 to $449,953. Even so, the company with only 300,- 
000 shares of capital stock outstanding, was able to show 
$1.50 a share last year. In 1937 per-share earnings were 
equal to $4.06 a share. Responding promptly to the ris- 
ing level of automobile production this year, the com- 
pany in the six months to June 30, 1939, reported earn- 
ings of $428,336, or $1.42 per share for the capital stock. 
This compared with $142,493, or 47 cents a share in the 
first half of 1938. 

With the benefit of increased automobile production 
in the closing months of the year, the company may well 
show earnings equal to $3.00 a share for the full year. 
Although hardly to be classed as a “war baby,” Bower 
Roller Bearing would, in all probability, be an important 
participant in the more intensified program of motoriza- 
tion of land forces in the United States, to say nothing 
of potentially larger sales of trucks and other types of 
mobile equipment abroad. War possibilities aside, how- 
ever, the shares recently quoted around 30 are reasonably 
priced in relation to prospective earnings and invite 
favorable consideration among the more conservative 
speculative vehicles. 


Revere Copper & Brass 


1939 Price Range Recent 
High Low Price Dividend 
204 9% 17 None 


Revere Copper & Brass Co. is a leading fabricator of a 
diversified line of copper, brass, bronze and alloy copper 
products, including sheets, rods, wire and various fabri- 
cated articles. Normally these products are consumed 
in large quantities by such major industries as_ build- 
ing, automobile and electrical equipment. Under the 
present circumstances, prospects not only favor increased 
takings of the company’s products by these industries, 
but it is also speculatively conceivable that orders may 
be substantially augmented by demand growing out of 
the European war. For example, with both France and 
England virtually self-sufficient as regards supplies of 
copper, it is nevertheless quite possible that considerable 
demand for fabricated copper products will of necessity 
be diverted to domestic fabricators. Orders from bellig- 
erent nations, as well as non-warring nations which were 
formerly dependent upon British fabricators, may 
materialize. 

Although in the past earnings of Revere Copper & 
Brass have fluctuated widely in conformance with the 
general trend of business, year-to-year variations have 
been intensified by changes in the price of the company’s 
principal inventory item—copper. In 1937, for example, 
owing to a substantial decline in copper prices, the com- 
pany was compelled to charge $1,400,000 against earn- 
ings in order to adjust inventories to market value at the 
end of the year. Asa consequence, earnings in that year 
declined sharply to $414,759, as compared with $2,023,807 
in 1936. Last year the company reported a net loss of 
$2,125,407, including a loss sustained on metal contents 
of sales during the year of $1,203,653. Depreciation 
write-offs in 1938 amounted to $1,346,704. 

In the first six months of the current year, the com- 
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pany reported a profit of $4,630, compared with a loss of 
$1,819,709 in the same months of 1938. At the beginning 
of September, plants were being operated at 60 per cent 
of capacity. In line, however, with the general experi- 
ence of the copper fabricating industry, the probabili- 
ties are that operations have since been stepped up 
appreciably. 

At the end of 1938 capitalization of Revere Copper & 
Brass consisted of funded debt of $8,302,000, 24,587 
shares of 7 per cent preferred stock, 94,118 shares of 
5% per cent preferred stock, 222,705 shares of Class A 
stock and 563,933 shares of common stock. <A sizable 
stock interest in the company is held by both American 
Smelting & Refining and General Cable Corp. In rela- 
tion to recent earnings, the company’s common stock 
occupies a rather far removed position. At the same 
time, however, the company’s capital set-up is such that 
considerable leverage is imparted to the common stock, 
permitting per-share earnings to rise rapidly once prior 
charges and preferred dividends have been earned. As of 
August 1, accumulated unpaid dividends on the 7 per 
cent preferred shares totalled $43.75 and on the 514 per 
cent preferred, $7.88. 

Strictly a “feast or famine” proposition, the common 
shares of Revere Copper & Brass obviously merit con- 
sideration only when conditions would warrant the ex- 
pectation of a rapid and substantial gain in earnings. 
Such conditions would appear to be in the making at 
this time and for anyone recognizing the risk involved, 
medium term acquisition might well turn out quite 
profitably. 


National Malleable and Steel Castings Co. 


1939 Price Range Recent 
High Low Price Dividend 
35% 14% 34 None 


National Malleable and Steel Castings Co. manufac- 
tures car couplers and parts, side-frames and _ bolsters, 
journal boxes and lids, draft gears and many small mis- 
cellaneous items used by the country’s railroads. Under 
normal conditions, the railroad division is the most 
important, but in years of restricted railroad purchases, 
the company has been compelled to fall back on the 
products which it supplies to the automobile and other 
industries. These consist of castings for axles, differen- 
tials, steering gears and transmission housings. Among 
its customers this company numbers some of the largest 
automobile manufacturers. In addition to products sold 
to the railroad and automobile industries, the company 
makes various kinds of chains, castings, pig molds and 
various metals, conveyor. buckets and small wheels for 
industrial cars. 

Until recently, the company has had the benefit of 
only a small volume of railroad buying. Nevertheless, 
in the first six months of the current year, it was able 
to show profits of $318,498, or the equivalent of 66 cents 
a share on the outstanding stock, comparing with a loss 
in excess of $861,000 in the corresponding months a year 
ago. With the prospect of substantially increased freight 
traffic over the months ahead, railroads have recently 
swamped carbuilders and other equipment suppliers with 
orders. In the short space of five weeks orders for new 
equipment aggregating more than $151,000,000 have been 
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placed. Recently it was reported that the automobile 
division of National Malleable & Steel Castings Co. was 
working two shifts which, augmented by substantially 
enlarged orders from the railroad industry, would seem 
to assure a high rate of operations at least throughout 
the balance of the year. Earnings may exceed $1.50 per 
share. 

Capitalization of the company is simple, consisting 
solely of 483,961 shares of capital stock. Finances at the 
end of last year were comfortable. Current assets, in- 
cluding over $2,000,000 cash items, amounted to $5,395,- 
361 and current liabilities were $616,801. 

Recently quoted around 32, the shares have already 
enjoyed a substantial recovery from their 1939 low of 
1414. Indicative, however, of what might be expected of 
the shares under reasonably favorable business and mar- 
ket conditions, is the fact that in 1937 they sold as high 
as 617%. Although frankly speculative, the shares at this 
point in the trade cycle may well prove a profitable 
acquisition for medium term holding. 


Timken-Detroit Axle Co. 


1939 Price Range Recent 
High Low Price Dividend 
18% 10% 18 $0.25 


Normally about 60 per cent of the business of Timken- 
Detroit Axle Co. is derived from the sale of automobile 
and truck axles. The balance is contributed by trans- 
missions, metal gears and oi burners. The company not 
only supplies most of the independent truck and bus 
manufacturers with rear axles and transmissions, but is 
also credited with supplying a substantial portion of 
Ford’s truck axles. The company’s oil burners are ex- 
tensively advertised and marketed under the name of 
Timken-Silent Automatic, and these products have at- 
tained a strong trade position. Despite the company’s 
ascendancy as an important trade unit in the building 
industry, sales and earnings are still largely dependent 
upon cyclical changes in the automobile industry. In 
the past, expanding industrial activity has always been 
accompanied by substantially increased sales of trucks 
and commercial vehicles, and with the assumption that 
they will again do so in the present circumstances, the 
coming months promise to produce a substantial recovery 
in the company’s earning power. Moreover, there is a 
strong probability that the Government will speed up 
plans for the mechanization and motorization of the na- 
tion’s armed forces, a program in which Timken-Detroit 
Axle would doubtless be a prominent participant. 

Reflecting principally the sharp decline in the pro- 
duction of motor vehicles and trucks in 1938, the com- 
pany’s profits declined from $1,811,246 in 1937 to $828,- 
035. Even so, Timken-Detroit’s showing last year was 
much better than that of many other leading automobile 
equipment units, most of which showed losses in 1938. 
After allowing for preferred dividends, net available for 
the company’s 996,150 shares of common stock last year 
was equivalent to 69 cents a share, comparing with $1.68 
per share on a somewhat smaller amount of stock in 
1937. 

Marked improvement was shown in the company’s 
operations for the first six months of the current year. 
Net income of $1,037,389 (Please turn to page 692) 
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Ae oa. ae — PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (a)| Aus. 102 101 88 | 
INDEX OF PRODUCTION AND Rerens Sm eae SEK: | 
EMPRESA cease cere ee Aug. 86 85 78 D a ; a 
iomestic inventory in anticipation of higher | 
A seo i ee Eh a a ys oo 75 prices and delayed deliveries, combined with | 
Shain diatsiohs Goods Bairlidee ae vets 9 94 94 31 British contracting for farm surpluses throughout | 
Pints Diieliation:.sccc.. <i. hon 80 719 = the world to keep supplies from reaching Ger- 
“omnes ill gates — os 04 ge | many, has boosted raw material prices to an 
em ce A? rae a a A 3 89 80 7 average level 26% above last year. The ad- 
ERE MG ug. 5 vance has as yet been but slightly reflected in 
WHOLESALE PRICES (h)....... Aug 75.0 15.4 78.1 wholesale prices, which are only 1.3% above | 
- last year, and has barely reached retail prices, | 
INVENTORIES (n. i. ¢. 6.) which are up only 0.6%. Longer range outlook | 
Raw Materials IS Shoiats be ke +.» bee July 94.0 94.6 111.6 for prices depends upon duration of the war and 
Semi-Finished ee July 111.1 112.4 118.1 the extent to which the U. S. may become in- 
Finished Goods... ........:..- July 110.3 109.5 112.6 volved. A long war would raise prices higher 
than a short war. Government efforts to restrain 
a A 84.5 84.9 85.9 advances would probably not prove effective in 
Re ee y woh 7 67 18. 1 8 0. 1 event of actual shortages; but may prevent a runa- 
iienahi ahr. RRA tg Sivoo Sea Sata a 86.3 86 3 86 6 way market during earlier stages of the war. | 
Pode He ai Ral day Si Bana aa 19 n9 73.4 Secretary Wallace, however, is not averse to a | 
Fuel can ik ht ee ee ee ao 84.0 83.8 84.4 25% rise in farm products. Peace will inevitably | 
Sundries ses ae: Sanaa la ae eae 96.9 9 69 969 precipitate deflation, particularly in farm products, | 
Pischesins volun of daller.....<. hax 118.3 117.8 ina. | eR ot vice aie be woeetly le: opner | 
ABS Eeao ks 3- : : : tion to duration of the conflict. 
NATIONAL INCOME (cm)}{....| Aug $5,393 $5,494 $5,162 
CASH FARM INCOME? aa Be": | 
Farm Marketing. ..........+.+- Aug $601.0 $534.0 $613.0 ad 
Including Gov't Payments....... Aug. 643.0 570.0 628.0 a rs - a _ a ae 
Total, First 8 Months........... ee C5: 4,612.0 sical. Pirie lees ps tamil lleva 
a : \ , in- 
a cr elae) (ee).. — ee ee i cluding Government subsidies, was 2% above 
Ratio: Pri %R tied % Pri ax ug. 1 last year, compared with an eight month’s decrease 
Paid Pony a Cee re of 0.4%. Wariety store sales increased 5% 
aid (ee)....-- +--+ ee eee eee ug. 714 74 75 over last year, and department store sales rose 
FACTORY EMPLOYMENT (f) 7%. Some idea of the amount of foreign trade 
SAT A laa Aug 84.2 82.9 79.4 with South America which this country might 
MadukiaGekh  ....... Aus. 108.0 103.6 104.4 wrest from the European belligerents in event of 
a long war may be gleaned from the fact that 
FACTORY PAYROLLS (f)..... Aug. 89.9 84.4 77.3 total export by England, France, Germany and 
(not adjusted) Poland to five leading South American nations in 
1937 amounted to only $376,000,000, compared 
— bey Sales (f) A with our total exports of $1,055,000,000 to 
asia et Sales ( - heats is si rs ol “4 canes England and Canada alone. Obviously our in- 
Nestetir Shin Sal 55) Pech eve * tom ie oy . : crease in exports to the two latter countries will 
ec R tail Sel “Gy FAM ts ls vn 116.0 119.0 109.4 far overshadow any ‘financial gains in South 
Marts Psi ‘ (s) at Pi eer esate S ug. 131.1 124.8 120.1 American trade, especially if Congress rescinds 
etail Prices (s) as of .......... ept. 1 89.5 89.3 89.0 the arms embargo. 
FOREIGN TRADE per apne 
Merchandise Exportst.......... Aug. $250.8 $229.6 $230.8 : 
Cumulative year's totalf to...... Pug st: VA Se. 2,049.1 Under the stimulus of expanding production 
Merchandise Importst Saeed otnceiois Aug. 175.8 168.9 165.5 and heavy shipments of goods to build up inven- 
Cumulative year's totalf to...... ue: 34 44998 = 6k. 1,267.3 tories, carloadings have risen to a level 25% | 
bove last year. Caught unawares by this unex- | 
RAILROAD EARNINGS : ; ton hie ale i 
Total Operating Revenues*®..... 1st 7 mos.$2,136,562 ...... $1,935,657 wae aac 8 om gee a mene tiga Pm 
Total Operating Expenditures*®. ./1st 7 mos. 1,642,706 _...... 1,533,761 ned equipment shorteee by orderine new roll 
BU ee RR Si Netamos... ROI995 = snus 196,904 : ck av yen shea ae oy oe o acd my 
Net Rwy. Operating Income*..../1st 7mos. 214,763 ....... 109,617 ri acy "i Sa Ga Sa A A 
Operating Ratio %............ 1st 7 mos. WOE Ce ede eais 80.27 a aa tf ee ae a 
Rate of Return % 7 66 . of freight cars. N. 0. i. of first 25 carriers to re- 
nitcasbeawliveedsescey'R edad eedeteabnt get 1st 7 mos. 1.66 ..-eee 0.85 port for August shows an 11% increase over iast 
BUILDING Contract Awards (k).| Aus. $312.3 $299.9 $313.1. | Year, although gross revenues gained only 7%. 
F. H. A. Mortgages 
Selected for Sh el Eales ounes Aus. 98.5 84.5 104.2 eee ee 
Accepted for Insurancef........ Aug. 62.3 52.6 67. _ Z j 
Prasitens Payingf...... pee A oe 65.1 51.2 pr While residential contracts awarded during 
- - August in 37 States East of the Rockies were still 
Building Permits (c) 28% above last year, compared with an eight 
214 Citiest seteneeeeeeeceeeees Aug. $91.8 $86.4 $73.4 month's increase of 50%, total contracts awarded, 
Maw Vor Sif. os ice sss occ Aug. 26.0 16.8 27.6 owing to tapering in the public works program, 
Oe US a SEG Rie eee t 8 Aug. 117.8 102.8 101.0 fell to last year's level against a 26% gain for 
Engineering Contracts (En){..... Sept. $209.3 $311.2 $289.7 ott: een, 
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Latest Previous Last 7 
ri Neate Month Year PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons * eeeeees Aug. 3,764 3,1 63 2,537 Despite dealer shortages of popular models re- 
Pig lron Production in tons*. eee Aug. 2,660 2,353 1,494 sulting from assembly delays occasioned by 
mobiles during August were a third larger than 
AUTOMOBILES a year ago, compared with an eight months’ in- 
Production crease of 43%. Sales during the first 20 days of 
Factory Sales i Aug. 99,868 209,343 90,494 September maintained about the same lead over 
Total First 8 Months........... 4Gae DATE IIE oh oe) 1,435,280 last year—a gain of only 15% during the first 
Retail Sales ten days having been more than outweighed by a 
Passenger Cars, U.S. (p)........ 1st 7 mos. 1,638,410 - _....... 1,123,774 53% jump during the second 10-day period. 
MERLE RAMI, cv gis’ 3:6't's + 600 tak 7 mos. SUS STS ok. cue xs 235,682 
| * 7 * 
PAPER (Newsprint) . : , 

Production, U. S. & Canada* (tons).| Aug. 317.0 302.6 287.7 h —— a= vat Sit — mos - 

Shipments, U. S. & Canada * tons) ..| Aug. 303.4 297.1 270.7 43% chon dot aawuae sie ge &, Maher 

Mill Stocks, U.S. & Canada* (tons).| Aug. 232.6 219.1 218.9 © mantis. Sdsdllins tial colien ie Akos 

P were 70% above last year; but 11% below July, 
‘a cee ETO aa Aug. 4,392 3,711 4,217 — to t lull in ne ype September, 
| Withdrawn, Gals.*.............. Aus. 5,098 4,343 ine | — chomp Bhar gps 
a, * << § apelin hm GIN «he wen Se ee 
. delivery dates despite 24-hour operations. 
| GENERAL * * «* 
| Machine Tool ee (n). ie oie Aug 206.5 230.9 120.9 Pues Rialain Senin is tlie ei Aloe 

Railway Equipment Orders (Ry) > ee . 
eS Mise a es See carriers during first eight months of current year 
| oy il , : re. t vt ss rw “a numbered 12,481, compared with only 7,502 for 
Co ee a ee Aug None 39 None like period of 1938. New locomotives (steam, 
| Cigarette Productiont............ Aug 16,571 14,260 15,892 | electric and Diesels) numbered 166, against 240. 
Bituminous Coal Production * (tons).| Aug 34,470(pl) 29,135 28,665 Equipment orders in September have been heav- 
| Boot and Shoe Production Prs.*...| July 33,48Xpl) 31,776 30,742 | iest for many years, spurred by car shortage 
| Portland Cement Shipments®. .. .. Aug 13,804 11,755 11,823 | threat. 
| Paper board, new orders (st)....... July 382,682 383,371 322,948 
| ——— 
WEEKLY INDICATORS 
| ca — a PRESENT POSITION AND OUTLOOK 
| M. W. S. INDEX OF BUSINESS ; 
| ACTIVITY 1923-25—100...... Sept. 23 96.5(pl) 95.4 80.3 With fast expanding industrial activity, electric 
power output has risen to a level 14% above 

ELECTRIC POWER OUTPUT last year, and should soon reach the highest weekly 
iirc a tigstsceweltvns seis Sept. 23 2,449 2,444 ° 2,154 rate on air Hr nye © gov are og net 
income earne y the utility industry this year 

| TRANSPORTATION will top the previous peak of $502,000,000 

Carloadings, total.........5...... Sept.23 814,828 805,733 669,704 earned in 1932. Meggeeet cne to me of 

MMM HONDA Tarek Se oe cis baiese ots Sept.23 46,791 50,112 39,577 recent years was the 000, earned in 

SE SES eee ere 8 eer eres Sept. 23 158,842 154,725 130,275 1937. 

DarastiPrccibels. 6. 6 0 he eiee ss Sept.23 35,754 35,137 31,903 er, SR, 

Manufacturing & Miscellaneuus....| Sept.23 324,098 318,311 264,541 : ; 

Be ETO nee eee Sept. 23 162,098 162,856 153,638 With sales and clerical forces of steel com- 
| a -- ——____— — —J| panies swamped by a rush of incoming business, 
| STEEL PRICES the industry's operating rate has jumped to within 
| Pig Iron $ per ton (m).........-.. Sept. 26 22.61 22.61 20.44 8 points of the 92.5% peak reached in 1937. 

oe a C) re Sept. 26 21.67 19.25 14.25 While the larger units have reaffirmed third quarter 
| Finished ¢ per le. (m)............ Sept. 26 2.236 2.236 2.286 | prices on domestic gO Ys the fourth quarter, 
GRC aOR, A ee a soe “7 . smaller concerns have been forced by the mount- 
| ager + esas pel aoe S 30 84.0 19.0 41.0 ing cost of scrap and scarcity of pig iron to ad- 
| _% of Capacity week ende sn aa | _ sept. MES. oy RS “| vance prices by as much as $3 to $5 aton. For- 

CAPITAL GOODS ACTIVITY eign buyers, formerly favored with concessions, 
(m) week ended...........0.005 Sept.23 88.0 19.8 62.6 | are now objecting to paying prices charged to 
-- —— -— ——| domestic customers. 
PETROLEUM 

Average Daily Production bbis.*..} Sept. 23 3,681 3,422 3,251 <= 6 

Crude Runs to Stills Avge. bbls.*...| Sept. 23 3,570 3,470 3,233 

Total Gasoline Stocks bbls.*...... Sept.23 71,020 71,869 69,524 Recent heavy drain on gasoline inventories 

Gas Fuel Oil Stocks bbls.* ....... Sept. 23 110,587 110,718 119,815 in face of a considerable expansion in refinery 

Crude—Mid-Cont. $ per bbl...... Sept. 30 1.02 1.02 1.22 runs points to a beginning of war-time demand. 

Crude—Pennsylvania $ per bbI....| Sept. 30 1.48 1.48 1.28 Retail prices rose slightly last month. 

Gasoline—Refinery $ per gal...... Sept. 30 061% 061 064 

















| t—Millions. *—Thousands. 
term trend. (c)—Dun & Bradstreets. 
| Dept. of Agric., 1924-29—100. 


| liminary. 
| 1936—100. (st)—Short tons. 


(k)—F. W. Dodge Corp. 
(En)—Engineering News Record. 


(a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 

(cm)—Dept. of Commerce estimates of income paid out. 
(ee)—Dept. of Agric., 1909-14—100. (f)—1923-25—100. 
| (h)—U.S.B.L.S. 1926—100. (j)—Adjusted—1929-31—100. 
(s)—Fairchild index, Dec., 1930—100. 


(Ry)—Railway Age. 


100%—estimated long 
(d)—Nat. Ind. Conf. Bd. 1923—100. (e)— 
(g)—Chain Store Age 1929-31—100. 
(m)—Iron Age. (n)—1926—100. (pl)—Pre- 
(n. i. c. b.)}—Nat. In. Conf. Bd. 








OCTOBER 7, 1939 





Trend of Commodities 


The trend of commodity prices over the past fortnight 
turned moderately reactionary without however bringing to 
the fore any outstanding weak spots. Buyers have been 
given an opportunity to evaluate their needs in terms of the 
situation resulting from the European war and the initial 
fears of a possible runaway market, with sellers having every- 
thing pretty much their own way, have been largely dissi- 
pated. Vigilance rather than hysteria describes the present 


attitude of most buyers, as it becomes more apparent that 
there is no serious : lead of major raw materials impend- 
ing. Nor does it appear likely that there will be any serious 
interruption in the shipment of important import commodi- 
ties, unless new complications are introduced into the Euro- 
pean situation. Particularly significant is the fact that the 
rise in commodity prices has not been confined solely to a 
few volatile war materials. 
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Latest Previous Year 
Date Wk. or Mo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 
COTTON 

Price cents per pound, closing Cotton. Prices have reacted more sharply 
October. .........-......005. Sept. 30 9.28 9.01 7.99 than those of any other major commodity. The 
December.................... Sept. 30 8.99 8.73 8.06 |. answer is to be found in the a supply of ce 
Spot......--eeeeseeeeee eee ees Sept. 30 9.39 9.08 8.25 Loan stocks alone are sufficient for eighteen 

(In bales 000's) months’ domestic ypc “AP — - 

Visible Supply, World........... Sept. 29 (X) Oe vende ports. The current crop will increase the tota 

Takings, World, wk. end.......... Sept. 29 (X) | Sere supply to a figure in excess of 25,000,000 bales. 

Total Takings, season Aug. 1 to....| Sept. 29 (X) Pee eee Plans are being made to lend against the current 

Consumption, U.S............... Aug. 628 521 55 crop at the basic aon of 8.30 cents a — 

Rupert, WG ORG. . 2.20.02. 6 465. Sept. 19 184 130 111 Exports have recently been more encouraging bu 

Total Exports, season Aug. 1 to....| Sept. 29 785 601 602 the outlook is complicated by the submarine war- 

| Government Crop Est............. Sept. 1 12,380 11,412  11,943(ac)| fare, as well as the probability that Great Britain | 

| Active Spindles (000's).......... Aus. 22,012 21,915 22,157 will use immediately the 600,000 bales which | 

r will be delivered under the rubber-cotton barter. 
WHEAT pas epee 

i : . . 

aoe = ~ -_ ..++| Sept. 30 8434 8614 63% Wheat. Peace rumors and weakness in other 
US Re ERA LOS Se ae ae erent Sept. 30 847 87% 645 | sections of the grain list = ~ — _ last — 

Exports bu. (00's) since July 1 to.| Sept.23 27,112 24,735 37,539 led to large scale speculative liquidation, whic 

Exports bu. (000's) wk. end....... Sept. 23 2,377 1,380 3,186 met with stop-loss orders on age ed — 

Visible Supply bu. (000's) as of...| Sept. 23 148,264 149,520 124,360 Drought conditions Bain int . vee west an 

Gov't Crop Est. bu. (000's)....... Sept. 1 736,115 731,432 930,801(ac)} @ potentially tight cash position is developing as a 

result of the loan situation. 
CORN * * * 

Price cents per bu. Chi. closing Corn. Prices broke sharply last week under 
DOERODOF 0c ssaterereesrn es. Sept. 30 50% 34% 48% the weight of heavy offerings from the interior. 
May........ re a eae Sept. 30 53% 57% 49%, Reported export sale of 500,000 bushels stemmed 

Exports bu. (000's) since July 1 to.| Sept. 23 889 880 43,449 selling somewhat. Continued war would be defi- 

Visible Supply bu. (000's) as of...) Sept.23 11,259 7,377 9,182 nitely bullish. 

Gov't Crop Est. bu. (000's)....... Sept. 23 2,523,092 2,459,888 2,542,238(ac) 
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Previous Year 
Date Wk. or Mo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 
COPPER 
Price cents per Ib. Copper. August statistics have been delayed. 
ma gag o. a aed eas eae ave 30 12.00 pegs 10.375 Rumors were abroad of an impending advance in 
xport fF, a. s. N. 7.........-.-- ept. 30 12.00 12:00 = a... | prices to the 121-cent “limit previously men- 
Refined Prod., Domestic (tons)...| July 57,339 61,719 35,596 | tioned by President Roosevelt. Small producers 
Refined Del., Domestic (tons)...| July 59,681 53,573 48,071 were understood to be offering copper at the 
Refined Stocks, Domestic (tons)..| July 31 316,543 335,017 339,997 higher price, with the larger producers holding to 
Refined Prod., World (tons)... .. July 158,236 173,205 139,483 the 12-cent price, probably as a political expedi- 
Refined Del., World (tons)...... July 181,487 180,433 177,580 ent for copper on its statistical position would 
Refined Stocks, World (tons)....| July 31 490,419 ~- 513,670 523,196 | support the higher price. September sales may 
eo total 175,000 tons. 
* r _ 
Price cents per Ib. N. Y. spot....| Sept. 30 60.00 68.00 44.50 Tin. Quotas have been advanced to 100 per 
Tin Plate, price $ per box...... Sept. 30 5.00 5.00 5.00 cent. of basic. The insistent demand for tin so | 
hag ala > nat as of.... ~~ 31 26,338 wpe — much in evidence at the start of the month had by | 
poe RMMINOSIOST «5c coca lside bale 't ug. 6,295 P ; the end of last week virtually disappeared and | 
U. S. Visible Supplyt as of ..... Aug. 31 8,967 10,617 10,280 offerings of spot tin at 60 cents went begging. 
ane Tin plate operations have been stepped up to 83 
per cent. 
Price cents per lb., N. ¥........ Sept. 30 5.50 5.50 5.10 ee Oe 
U. S. Production (tons)......... Aug 39,000 37,021 25,547 Lead. Stocks of refined lead declined 6,000 
U. S. Shipments (tons).......... Aug. 45,025 42,636 38,343 tons further in August. Demand continues to hold 
Stocks (tons) U. S., as of........ Aug. 31 117,985 124,017 142,868 up at an unusually steady pace and is well diversi- | 
mer | fied to include all principal consuming groups. | 
a * * | 
Price cents per Ib., St. Louis.....] Sept. 30 6.50 6.25 4.95 | Zinc. The advance in prices to 6% cents has 
- > cama ag ve eeeeees on __ em an | failed to bring any considerable amount of zinc | 
. S. Shipments (tons).......... ug } A 1 to the market, producers continuing to hold off, 
Stocks (tons) U. S.; BONS ci ees Aug. 31 122,814 131,782 141,997 despite fairly urgent demand in a number of im- | 
oat portant consuming sections. 
* * * | 
Price $ per Ib. Japan xx crack..... Sept. 30 3.03 3.13 1.81 Silk. Prices have reacted moderately but a | 
Mill Dels. U. S. (bales), July tox. Aug. 31 59,229 cevese 71,097 protracted decline is unlikely. September con- 
Visible Stocks N. ¥. (bales) as of. Aug. 31 25,060 25,748 39,747 sumption is being estimated at about 32,000 bales 
and it is anticipated that October may run 5,000 
gsr pace A P hs nin one ac bales higher. Hosiery prices have been advanced. 
MGS COND PEF 1ID. .. 0 eee ete ept. 4 d i oe 2 
Consumption. ......----..+++++- Aug. 31.3 32.9 _ 36.7 Rayon. Both acetate and viscose rayon yarns 
Stocks as of (a) alehle's © Seb a0 eee as Aug. 18.4 24.9 41.1 have been advanced in price—2 cents forthe heavier 
deniers and 3 cents for the lighter deniers. An- 

WwooL , other price advance in the near future is being 

Price cents per Ib. tops, N. ¥...... Sept. 30 1.27 1.31 8214) anticipated. 
* * « 

HIDES Hides. Favored by a strong statistical position 
Price cents per Ib. No. 1 Packer. ee Sept. 30 16.50 16.00 41.25 prior to the war, and dependent to the extent of 
Visible Stocks (000's) (b) as of....| July 31 13,027 12,976 13,924 more than 55 per cent. of annual consumption on 
No. of Mos. Supply as of........ July 31 7.8 7.5 9.1 imports, it is felt that higher prices are certain. 

Shoe manufacturers caught with short supplies have 
ig pe aeacan nina ‘ii — been eager . buy and tanners have not been 
rice Cents per iO.....-- eee eeeee ept. . . . anxious to sell. 
NAMES Ue Sa ois ccs ove sok ops s Aug 38,045 36,739 31,099 * * * 
Consumption, U. S.f...........-- Aug 50,481 43,880 40,552 Rubber. Prices continue to hold firm. Au- 
Stocks U. S. as of. rs os re Te eee ee Aug 161 ,358 174,240 273,841 gust tire shipments exceeded the level for August 
Tire Production (000 ae Aug 5,492 4,510 4,038 1938 and replacement shipments were the largest 
Tire Shipments (000 ) ee Aug 4,19 5,056 3,991 since August 1929. Inventories in the hands of 
Tire Inventory (000's) as of ........ Aug 8,891 8,300 8,217 manufacturers rose about 600,000 units during 
August. Fears of any serious interruption in crude 
ee. ae aise “am _— “ae supplies appear to have been largely dissipated. 
rice cents per Ib. Dec........... ept. ’ ’ : 
| Arrivals (bags 000's)....... ida Aug. 377 232 612 Cocoa. Domestic visible supplies are equal 
Warehouse Stocks (bags 000's)....| Sept.29 1,183 1,257 964 to about four months’ requirements, ample under 
normal conditions but inadequate should Great 
| — Ib.) re ‘oc asin alin Britain prohibit og se the Gold Coast, as 
rice cents per Ib. (c)............ ept. . : . has been rumored. Brazilian producti Id 
Imports, July 1 to (bags 000's).....) Aug. 31 1,868 912 2,201 reser alton to meet U. S. oti A saneiiaihy 
; U. S. Visible Supply (bags 000’s)..| Sept. 1 1,501 1,422 1,404 tight supply situation appears to be in the making. 
* 6 @ 
| 
SUGAR Sugar. There will be no reduction in the 
Price cents per Ib. : Cuban duty this year. Statistically the domestic 
| Raw Sore Sod Oe Sea a = AS Hee yn ee picture is not bullish buc a prolonged European 
y peo ( fee ooo’) ipment)... 4st pe 4 240(pl) ; 4 993 war inevitably will Ma vena prices. a 
. 2. Deliveries (QO0's)”.......... : as 1) ices continue to hold near thei t highs. 
U. S. Stocks (000's)* as of (rn).....| Aug. 31  734.3(pl) 1036 7426 | P™ ee ae 
(a}—Million Pounds. (ac)—Actual. (pl)}—Preliminary. (c)—Santos No. 4 N. Y. {—Long tons. *—Short tons. (rr)—Raw 
and refined. (X)—No foreign statistics allowed to be sent from abroad because of war conditions. 
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Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money ona eee a 30 1%4% Ah 1%4% 
4 — ang : re Cae aoa: ar 4 el i] "2 In its latest monthly review the Federal Re- 
Re-discount Rate, N. ¥........... Sept. 30 1% 1% 1% serve Bank of New York states that the large 
CREDIT (millions of $) New York City banks and member banks 
Bank Clearings (outside N. Y.)..... Sept.16 2,869 2,108 2,672 in other leading cities did not participate iin the 
Cumulative year's total to......... Sept.16 88,485  ...... 82,758 heavy liquidation of Government bonds which has 
Bank Clearings, N. ¥............. Sept.16 3,960 3,233 3,949 occured since the outbreak of the war. Selling, 
Cumulative year's total to......... Sept.16 127,112 ...... 198,532 according to this review, came principally from the 
F. R. Member Banks smaller banks, corporations and private investors. 
Loans and Investments.......... Sept.20 22,339 22,389 21,265 During the five weeks ended September 27, 
Commercial, Agr., Ind. Loans...| Sept.20 4,201 4,159 3,889 total Government security holdings of Federal 
ee, Oe eee Sept. 20 532 568 658 Reserve Banks showed an increase of $381,- 
Invest. in U. S. Gov'ts.......... Sept. 20 8,498 8,489 8,131 | 900,000, representing the net effect of a decrease 
Invest. in Gov't Gtd. Securities...} Sept.20 2,230 2,222 1,672 of $93,000,000 in Treasury bill holdings, an in- 
Other Securities............... Sept.20 3,362 3,363 3,208 crease of $69,000,000 in holdings of notes and an 
Demand Deposits.............- Sept.20 18,175 18,288 15,288 increase of $405,000,000 in bonds. Of the total 
Time Deposits................. Sept. 20 5,225 5,233 5,216 bond and note purchases, 90 per cent were made 
New York City Member Banks before the 14th of the month. As this figure 
Total Loans and Invest........... Sept.27 8,477 8,393 7,839 would indicate, very little support was given the 
Comm'l., Ind. and Agr. Loans...| Sept.27 1,652 1,640 1,445 Government security markets by the Reserve 
ee LMR ooo aa ke ke Sept. 27 406 405 517 banks during the latter half of the month. 
invest. U. S. Gov'ts............ Sept.27 3,298 3,217 2,989 
Invest. in Gov't Gtd. Securities... Sept.27 1,120 1,107 809 eas saan 
Other Securities............... Sept.27 1,258 1,213 1,107 
Time Deport i) See 7 Sar Bae Org. | _ New bond financing in the month of September 
Federal Reserve Banks was the smallest since March, 1933. The total of 
Member Bank Reserve Balance...| Sept.27 11,621 11,549 8,197 | eg oe —— — offered in os 
Money in Circulation.......... Sept.27 7,238 7,236 6,574 | New Yom manet ay ps gery ” 
7 Ss Se er See Sept.27 16,9295 16,902 13,714 | eo ithoe. be wt i lg i ae 
yeu eegeek on) SS PR TERE | Gi ga at ar a 
Ree sis Usa cee : i ; ‘ ila as ae 000,000 New Yor 
Enceis Restives........0..5.. Sept.27 5,330 5,280 2.890 | pore tak bun. We ed cin oe 
October financing will show any considerable 
vem —. ee gain, although continued strength in the stock 
NEW FINANCING (millions of $) market may lead to increased offerings of con- 
a OS ea ee RES EI Aus. 340.7 326.0 338.2 | vertible bonds and equities. 
MAMA. cr iek.. o.kkecr. Aus. 95.4 49.5 127.0 | 
ee EEO re See Aug. 315.3 176.5 211.2 | 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1939 Indexes | 1939 Indexe 
No. of || No. of - 
Issues (1925 Close—100) High Low Sept. 23 Sept. 30/| Issues (1925 Close—100) High Low Sept. 23 Sept. 30 
316 COMBINED AVERAGE 73.1 50.7 71.9 71.6 316 COMBINED AVERAGE 73.1 50.7 1.9 71.6 
5 Agricultural lmplements.. 119.9 81.4 119.9h 118.8 {| 2 Mail Order............ 90.5 69.2 88.3 88.1 
6 Amusements........... 43.2 268 28.1 28.5 || 4 Meat Packing.......... SA #5" 4435 61.1 
15 Automobile Accessories. 92.3 55.2 87.6 89.3 14 Metals, (non-Ferrous).... 192.9 122.0 190.4 187.5 
12 Automobiles.......... 12.8 8.1 11.7 12.1 oe EGE is ie asa mc 13.9 5 A 13.2 13.9h 
11 Aviation (1927 Cl—100) 182.7 128.2 175.1 174.3 24 Petroleum............. 101.0 74.3 99.8 98.2 
3 Baking (1926 Cl.—100).. 15.4 11.5 12.0 12.1 18 Public Utilities......... 62.6 44.9 56.5 58.0 
3 Business Machines. ..... 183.9 1140 131.3 128.0 4 Radio (1927 Cl—100).. 17.0 10.0 12.3 12.4 
DP Caiibenls 187.2 5193.7 187.2H 189.5 9 Railroad Equipment... .. 65.1 33.7 64.0 65.1H 
20 Construction........... 47.5 27.7 36.7 36.5 pS RE ae a 20.5 10.9 18.5 20.5H 
5 Containers............. 242.6 165.0 293.4 299.0 | A EEG aienren or peas 7.9 2.6 39 3.8 
9 Copper & Brass......... 124.4 Tae 499.2 1804-4 2 Shipbuilding........... 82.7 45.1 80.9 80.2 
2 Dairy Products......... 32.1 236 29.8 20.8 || 13 SedkGlon........... 105.6 60.4 105.6h 105.5 
8 Department Stores...... 23.9 16.5 21.9 6 RN Baa ee a eae 39.0 13.3 36.0 33.6 
7 Drugs & Toilet Articles... 53.5 40.4 48.5 Bee 1) OIE oo Stinky tigen « 176.3 113.0 176.3y 176.2 
2 Finance Companies..... 312.0° 219.4 247.7 260.2 || 3 Telephone &Telegraph.. 53.2 40.3 52.4 53.0 
7 Food Brands........... 103.3 69.1 100.7 97.8 | a ae ie ape Pea 62.4 27.4 62.4H 61.3 
3 Food Stores........... 48.4 33.3 42.0 43.0 | 4 Tires & Rubber......... 20.0 13.0 17.4 17.8 
4 Fumiture & Floor Covering 72.1 47.1 55.2 BG 1) A Teteneo. fis ok ee 86.5 76.2 77.8 716.8 
3 Gold Mining.......... 1301.2 884.6 1022.2 884.6x MTR Sots ae A cs 39.1 21.9 29.9 33.4 
6 Investment Trusts........ 28.1 19.2 27.4 26.8 4 Variety Stores......... 244.4 189.3 229.4 2296.5 
4 Liquor(1932Cl.—100).. 193.1 133.0 154.0 161.5 |) 20 Unclassified (1938 Cl.— 
9 Machinery............ 129.0 $3.3. 1245 125.8. ' MA kgs Gh ty tess 112.0 73.1 110.3 112.0 














H—New HIGH since 1937. h—New High this year. y—New HIGH since 1934. x—New LOW since 1933. 
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The Personal Service Department of Toe Macazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Celanese Corp. 


Please give me your current appraisal of 
Celanese Corp. common of which I hold 150 
shares at 27. What effect is the war likely to 
have on sales?—price structure? Does pres- 
ent rate of earnings justify holding this stock 
for appreciation? What is the dividend out- 
look?R—H. K. F., Denver, Colo. 


Celanese Corp. of America is the 
leading domestic factor in the pro- 
duction of acetate rayon, which is 
generally regarded as superior to 
viscose rayon. Rayon yarn and fab- 
rics are the most important prod- 
ucts of this company, although 
woven fabrics, fibre and chemical 
products also contribute impor- 
tantly to earnings. Constant re- 
search on the part of the company 
has resulted in improving products 
already being manufactured and the 
development of new ones. Among 
the latter is Celafil, an “abrated 
yarn,” which is expected to have 
good profit possibilities in the future. 
Manufacturing economies and addi- 
tion of new equipment have reduced 
operating costs and enabled the 
maintenance of a strong trade posi- 
tion. Profits are dependent on vol- 
ume of sales and prices of rayon, 
both of which are expected to show 
further improvement over the near 
term. At present, there is active 
demand for acetate rayon and the 
outlook for this company points to 
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capacity operations for some months 
ahead. Earnings so far in the cur- 
rent year have already shown con- 
siderable improvement over those 
of last year, and the company re- 
ported income equivalent to $1.74 
per share on the common stock for 
the first half of 1939, which com- 
pares with a deficit in the cor- 
responding period a year ago. Profits 
for the third quarter are estimated 
at about 75 cents per share, in spite 
of the strike at the Cumberland, 
Maryland, plant, which has now 
been settled. Financial position is 
strong and a long range program has 
been set up to provide for maturing 
bank loans and debenture obliga- 
tions. Dividends have not been paid 
on the common stock since 1937, 
and any payments this year are 
problematical, due to construction 
outlays. In view of the better-than- 
average growth prospects of this in- 
dustry and the possible war orders 
which may be received, and taking 
into consideration the record and 
position of this company, we feel 


that retention would be advisable 
for further appreciation from these 
levels. 





American Cyanamid Co. 


To date I show about five points profit on 
150 shares of American Cyanamid B bought 
at 30. Does it appear that the intermediate 
future of this company has been amply dis- 
counted or should war demand for chemicals 
bring a further advance? Should I continue 
to hold?—G. L. W., Salt Lake City, Utah. 


American Cyanamid Co. for the 
first half of 1939 showed earnings 
of 80 cents a share on the combined 
A and B shares, which was a sharp 
increase from the 19 cents per share 
reported in the similar period of last 
year and is a measure of the good 
improvement of which the company 
is capable under reasonably active 
business conditions. The increase 
has been partly due to the program 
of expansion and _ diversification 
which was undertaken some years 
ago. Formerly mainly dependent 
on sales of fertilizer, the company 
now manufactures a diversified line 
of chemicals, its main products be- 
ing acids, dyes and intermediates, 
lacquer chemicals and solvents, tan- 
ning materials, plastic and gypsum 
products, etc. Outlets are found in 
a wide variety of industries, such as 
the automobile rubber, iron and 
steel, agricultural, paper, mining and 
textile. Plants are well located with 
regard to materials and markets. 
Earnings are highly sensitive to the 
changes in volume but control of 
costs is well maintained and is being 
improved gradually. Finances have 
been sustained in a strong position. 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 











Dividends have in the past been 
conservative in order to build up 
working capital, but, considering 
present and prospective earnings, 
some increase over the 60-cent per 
share annual rate now being paid 
would not be surprising. Earnings 
for the latter half of this year are 
expected to show considerable im- 
provement over those of the first 
half, due to higher levels of general 
industrial activity as well as to pos- 
sible war orders. It is felt that cur- 
rent quotations do not fully reflect 
the optimistic outlook for this com- 
pany and, in our opinion, the stock is 
an attractive medium for capital ap- 
preciation. Accordingly, we are sug- 
gesting retention of your holdings. 





_Pitney-Bowes Postage Meter Co. 


Could you advise me if the new “Mailo- 
mat” coin-operated letter box, made by the 
Pitney-Bowes Postage Meter Co., is in ex- 
tensive use? Are heavy development expenses 
continuing? I bought 200 common shares at 
8 and would appreciate your current opinion 
as to whether I would be justified in holding 
for appreciaion—F. H., Chicago, Il. 


The income of Pitney-Bowes 
Postage Meter Co. is derived, as you 
know, from the manufacture and 
sale of postage meter machines and 
the rental of the meters themselves. 
Rental of meters is a sustaining fac- 
tor in times of business depression. 
The sale of cancelling machines to 
the Government is also a source of 
revenue, though this is of only sec- 
ondary importance. The company 
has been aggressive in improving its 
products and adding to its lines. 
The new “Mailomat,” of which you 
speak, is not yet in wide use, but 
should present tests prove success- 
ful, its adoption may be on a wide 
scale. Sales for the first half of the 
current year are understood to have 
held up relatively well and rentals 
were slightly ahead of the corre- 
sponding period of last year, but 
development and certain other costs 
caused a slight decline in earnings, 
which, for the first six months of 
1939, were equal to 26 cents per 
share as against 28 cents per share 
in the first six months of the preced- 
ing year. Financial position of the 
company has been relatively well 
maintained and current earnings 
would seem to assure continuation 
of the indicated 40 cents per share 
annual dividend rate. Earnings 


should show at least moderate im- 
provement over the months ahead, 
given a continuation of recovery in- 
fluences in general business condi- 
tions, and we consequently feel that 
longer term holdings need not be 
disturbed at this time, though action 
of the stock is likely to be charac- 
terized more by stability than by 
any dynamic fluctuations. 





B. F. Goodrich Co. 


On the basis that B. F. Goodrich earnings 
might advance sharply through sales of new 
products other than tires, I bought 100 
shares of the common at 25. Do you think 
the new rubber automobile spring and new 
sponge development will reach large enough 
volume to contribute appreciably to profits 
soon? Are sales reflecting the war boom? 
Do you advise holding for sizable apprecia- 
tion?—R. Van A., Mansfield, O. 


On a 17% increase in sales for 
the first half of 1939 as compared 
with the corresponding period of the 
year before, Goodrich reported very 
satisfactory improvement in earn- 
ings. Operations resulted in a profit 
of $1.61 per share on the common 
stock for the first six months of this 
year, as compared with a deficit of 
95 cents a share in the same period 
in 1938. Goodrich, the fourth larg- 
est enterprise in the domestic rub- 
ber industry, has better diversifica- 
tion than most of its competitors, 
with less than 60% of its revenues 
being derived from the sale of tires 
and tubes and more than 40% from 
a wide list of mechanical rubber 
goods and footwear. The recently 
developed sponge rubber cushions 
and rubber automobile springs have 
not been on the market long enough 
to determine what effect they will 
have on earnings, but they do pre- 
sent interesting profit possibilities 
over the long term. Over the com- 
ing months, the company should not 
be faced with the necessity of taking 
large inventory losses and the vol- 
ume of sales, on which profits are 
mainly dependent, should be at 
higher levels due to increased activ- 
ity in the automobile manufactur- 
ing field and to generally higher 
levels of consumer purchasing 
power. In addition, retirement of 
outstanding debentures by means of 
a bank loan is expected to result in 
considerable savings in _ interest 
charges, which, it has been esti- 
mated, will amount to about 42 
cents per share on the common stock 


currently outstanding. Finances, ac- 
cording to the balance sheet of June 
$0, 1939, are in excellent shape, cur- 
rent assets totaling $76,770,153 as 
against current liabilities of $12,059,- 
458. Cash alone amounted to $11,- 
008,300. With sales during the last 
half of the year expected to be at 
at least prevent levels, good im- 
provement in the full year earnings 
from the 14 cents a share reported 
for 1938 will be shown. Dividends 
on this issue are likely to be irregu- 
lar, but we feel that the outlook is 
sufficiently encouraging to warrant 
retention of your holdings for at 
least moderate appreciation from 
these levels. 





American Locomotive Co. 


What is your recommendation on a block 
of 100 shares of American Locomotive com- 
mon bought at 30? Do you believe the rails 
will be in a sufficiently strong position to 
place substantial orders for locomotives in 
1940? What effect will war abroad have on 
orders?—R. J. L., Providence, R. I. 


For some time past, earnings of 
American Locomotive Co. have been 
adversely affected by the poor con- 
ditions which have existed in the 
railroad industry, this concern’s 
principal customer. Deficits were 
reported in every year since 1930, 
except 1937, when income was 
equivalent to $4.75 per share. For 
the first half of this year, the deficits 
have continued, being equivalent to 
$2.82 per share for the first six 
months of 1939 against a deficit of 
$2.70 per share reported for the first 
half of 1938. However, considerable 
improvement is expected in the 
future, though operations in the 
final six months of this year may 
not advance to such an extent 
as to allow a profit to be shown 
for the full year. While the 
manufacture of locomotives remains 
the most important source of in- 
come, the company has in recent 
years added such products as steel 
tires and springs, oil refining and 
distilling equipment, refrigerating 
units, Diesel-electric power locomo- 
tives and Diesel engines. The higher 
level of car loadings which are ex- 
pected to be witnessed over the 
coming months should necessitate 
increased purchases of this organi- 
zation’s products. In addition, the 
company is definitely in the “war 
baby” class, though possible war 

(Please turn to page 690) 
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SCIENTIFIC SECURITY ANALYSIS, applied to the entire range of active stocks, can 
guide investors to sound selections in low priced issues 


DDD DDD DDD ADVERTISEMENT EEE LEELA Eo 


War Boom Opportunities in Low Priced 


ITH SECURITY PRICES starting 

to reflect war boom conditions, 
and with further credit inflation in the 
offing, exceptional percentage apprecia- 
tion is possible from low priced stocks. 
This spells opportunity for the investor 
who realizes that low priced stocks can 
enable him to protect his buying power 
during periods of quickly changing prices. 
But the problem of finding out which low 
priced stocks present the best opportuni- 
ties is not-simple. The time-consuming 
and costly research needed for a thorough 
analysis of lowpriced securities holds back 
many investors. However, once the cor- 
rect technique of security appraisal is 
grasped, this knowledge can be put to 
work before the rise gains further head- 
way. The way Poor’s has surveyed the 
entire field of low priced stocks is de- 
scribed below. Note the steps followed in 
selecting sound low priced shares that 
have the most promising outlook. 


* * * * 


HE INITIAL STEP was to examine the 

entire range of active stocks and to seg- 
regate those selling under 20. These low 
priced stocks totalled several hundred, 
were classified into 45 industry groups and 
the stocks in each group were sent to Poor’s 
specialists who study each industry. 

Great care was taken in weighing the 
industrial position of each stock in its 
field, for unless the position of an industry 
is sound and its outlook for recovery good, 
appreciation of stocks in that industry may 
lag behind the rest of the market in the 
next rise. This stage of analysis elim- 
inated over half the original list, reducing 
the number of industry groups from 45 to 
23. From these 23 more promising fields 
the leading low priced stocks were con- 
sidered in the second stage of analysis. 

The next step consisted of thorough bal- 
ance sheet analysis of remaining compa- 
nies, in which ability to weather adverse 
conditions was stressed. Concerns with 
small current assets and large current lia- 
bilities were discarded, because such a 
weak financial position might bring about 
uncertainty; and corporations with large 
funded debts and low earning power were 
thrown out, because the difficulty of earn- 
ing large fixed charges would check price 
rises for the common shares. Only 255 
stocks survived this test. 

After the balance sheet test came the 
earning power test. Remaining companies 
were examined for their income changes 
over a period of years, and their ability to 
rebound swiftly during recovery periods 
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was especially noted. Although having 
very strong balance sheets, many com 
panies had to be rejected owing to their 
inability to show a satisfactory earnings 
record, or because income appeared un- 
likely to increase at a rate to keep pace 
with growing inflation. After this weed- 
ing out, only 105 stocks remained. 

These 105 issues were examined for their 
market action characteristics, and 11 were 
rejected because too many shares outstand- 
ing made their price movements sluggish. 
Thin markets and erratic price movements 
caused 5 more low priced snares to be 
passed by, leaving 89 stocks. 

Because inflation is being touched off 
by the current war boom, the next stage of 
analysis was to evaluate how credit infla- 
tion might affect the future rise in these 
stocks. Inflation could affect the com- 
panies whose stocks are under considera- 
tion in one of three ways: 

(1) The value of the fixed assets of cer- 
tain companies, such as copper mining en- 
terprises, rises along with inflation, because 
chief assets are tangible resources which 
rise as the value of money drops. 

(2) Companies having large inventories 
— such as rubber companies 
appreciation in the value of their supplies, 
which enhances the price of their shares. 


experience 


(3) Companies may benefit indirectly 
from inflation if they have able manage- 
ment, labor-saving machinery, and if they 
make products whose demand expands as 
fast as inflation. 


Because 17 issues failed to meet one of 
the above three requirements, they were 
discarded, leaving 72 stocks which were 
divided into two groups: (1) stocks of 
companies having an exceptionally strong 


financial position, and (2) stocks of com- 


panies in a sound financial position but 
which performed market-wise with ex- 
traordinary volatility. There were 35 issues in 
the first group and 5 were discarded; 37 
issues were found to fall in the second group 
and 7 were discarded. The 12 stocks which 
were eliminated did not have quite the 
volatility, or quite the financial strength, 
of the final 60 stocks selected. 

You can see from the chart above how 
three funds of $1,000 each would have 
fared if invested in January, 1935 in the two 
low priced groups and in the Dow-Jones 
Industrials. While the latter fund increased 
in value in early 1937 by $824, the other 
two funds scored gains of $1630 and $4136! 

These 60 stocks are presented in a com- 
prehensive 48-page report, with charts, 


Stocks 























If $1,000 were invested in three groups of 
stocks in January, 1935, the value of each of 
these funds would have changed as charted 
above. Although the Dow-Jones Industrials 
are volatile, nevertheless the fund in the 30 
strong companies showed 98°% more gain at 
the top of the 1935-1937 rise, while the fund 
in the 30 volatile stocks showed 402% more 
gain, than the Dow-Jones fund. 


Statistics, capitalization descriptions and 
detailed instructions for diversifying pur- 
chases. Further, this report presents the 
stocks in the two groups of 30 each, whose 
superior market action is charted above. 
Of the 60 low priced stocks analyzed in 
this Special Report, 26 are “war 
babies” benefiting from war develop- 
ments. The other 34 sound low priced 
stocks will benefit indirectly from the 
effects of the war boom. This report is 
completely new throughout, is in our 
opinion the most outstanding analysis ever 
made on low priced shares. All the stocks 
selected should rally strongly in the further 
rise. They are still in the buying zone 


* * * * 


This thorough Special Report on Sixty 
Low Priced Stocks is issued by Poor’s 
Publishing Company, 90 Broad Street, 
New York City — the same organization 
that has published the well-known Poor’s 
Manuals since 1860. To obtain your copy 
of this timely analysis, turn this page and 
fill in the Money-Back Guarantee Order 
Coupon which you will find on the next 
page. You are offered the guarantee, with- 
out any reservations, that if you do not 
find this special report completely satis- 
factory, your payment will be cheerfully 
and immediately refunded upon request. 
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Answers to Inquiries 





(Continued from page 688) 
orders which it may receive will 
greatly depend upon proposed 
changes in the Neutrality Act. 
Finances of the organization con- 
tmue to be strong and incoming 
orders have resulted in a backlog 
which should maintain operations at 
good levels for some time ahead. 
The high total of arrears on the pre- 
ferred stock, which, as of Septem- 
ber 30, 1939, totaled $39 per share. 
quite effectively removes the com- 
mon stock from disbursements at 
this time, though under the im- 
proved operating schedule, these ar- 
rears could be cleared quickly. The 
outlook for earnings improvement 
is bright, and we feel that specu- 
lative holdings should be retained at 
these levels. 





International Agricultural 
Chemical Corp. 


I have been advised that International 
Agricultural Chemical Corp. has expanded 
into diversified chemical manufacture and 
plastics, in addition to its line of fertilizers. 
How will this affect earnings? Is there any 
prospect of a resumption of dividend pay- 
ments? I own 350 shares at 3%—J. J. H 
Buffalo, N. Y. : ° 


International Agricultural Chem- 
ical Corp. ranks as one of the leading 
producers of fertilizers in this coun- 
try and as such finds its leading 
markets among the cotton and to- 
bacco growers of the south. The 
field of operations is highly com- 
petitive and subject to recurring 
price instability. Naturally the level 
of farm purchasing power is of para- 
mount importance to profits. The 
controlled Union Potash & Chem- 
ical Co. may eventually be able to 
furnish all potash required. Further- 
more, a number of potassium com- 
pounds which currently sell at rela- 
tively high prices will probably be 
produced. In time, additional chem- 
ical products likely will be intro- 
duced. Over the longer term this 
new subsidiary will probably add 
to present earning power of the par- 
ent. Sales are thought to have im- 
proved moderately in the year ended 
June 30th last, but because of price 
cutting a deficit of $1.32 per com- 
mon share was incurred as against 
a more modest loss of $1.01 per 
share (excludes extraordinary in- 
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come) a year earlier. Finances re- 
main strong, with current assets, 
including cash and marketable se- 
curities of $2,611,852, totalling $6,- 
490.652 as of the fiscal year-end 
while current liabilities amounted 
to only $388,795. A plan of recapi- 
talization to take care of preferred 
dividend arrears of about $75.50 a 
share, a bond maturity of some 
$3,000,000 in 1942 and possible ad- 
ditional investments in the subsid- 
iary, is under consideration. Volume 
should expand this year as farm in- 
come increases, but because of cus- 
tomary price instability no predic- 
tion can yet be made as to the 
probable trend of earnings. No 
dividends have ever been paid on 
the common stock and, of course. 
initiation appears only as a_ long 
term possibility. This common stock 
is highly speculative but at present 
lew levels we would be inclined to 
suggest further longer term specu- 
lative retention. 





White Rock Mineral Springs Co. 


Should I sell, hold or buy to average down, 
300 common shares of White Rock Mineral 
Springs bought at 10? Has the company 
projected any fundomental plans to meet 
competition which has cut into recent sales? 
I would appreciate your opinion as to when 
dividends might be resumed. — 

C. A. J., Toledo, Ohio. 


White Rock Mineral Springs Co. 
derives by far the major portion of 
its revenues from the sale of mineral 
water bottled at a spring at Wau- 
kesha, Wisconsin. Remaining prod- 
ucts include ginger ale and certain 
soft drinks. All beverages are mar- 
keted under the trade name “White 
Rock.” High freight costs from the 
spring act against price reductions 
by which means an increasingly keen 
competitive situation could be more 
effectively combatted. Earnings have 
trended sharply downward in recent 
vears from a high of $4.70 a share 
in 1930 to a low of only 58 cents 
a share in 1938. Conditions did not 
improve in the initial half of the 
current year and _ profits declined 
further to the equal of only 32 cents 
a share, from 45 cents twelve months 
earlier. Dividends on the shares 
have been omitted and in spite of 
a continued strong working capital 
position, future policy as regards dis- 
tributions is undeterminable. Sell- 
ing a so-called “luxury item” the 
company should be able to make 
more satisfactory earnings comparis- 
ons over coming months as a result 


of increasing employment and rising 
public purchasing power. Although 
the longer term outlook is some- 
what uncertain and there is no in- 
dication of early dividend resump- 
tion, we are of the opinion that with 
the period of heaviest earnings at 
hand, present speculative holdings 
need not be disturbed. However, 
averaging down at this time is not 
advised. 


Motor Wheel Corp. 


Some time ago I bought 100 shares of 
Motor Wheel common at 16, which is ap- 
proximately the current price. Does the war 
situation abroad and the automob'le situation 
here warrant expectation of considerable 
market appreciation? Should I continue to 
hold? I am impressed with recent progress 
but am a little disappointed with lack of 
response to war markets—A. M. G., New 
Orleans, La. 

As a leading manufacturer of steel 
wheels, brake drums and hubs used 
by the leading automobile and truck 
manufacturers in this country, the 
fortunes of Motor Wheel Corp. are 
heavily dependent upon activities 
in automobile and truck manufac- 
turing plants. Production of certain 
non-automotive items provide a 
measure of product diversification. 
Profit margins are generally small 
and competition in the field of opera- 
tions is rather severe. Earnings in 
recent years have closely followed 
those of its chief consuming outlet. 
From a loss of $1.42 a share in 1982. 
net income increased to the equal 
of $2.11 a share in 1937, only to 
recede to 73 cents a share in 1938. 
In the first six months of the current 
year profits amounted to 82 cents 
a share, up sharply from a loss of 
10 cents a share a year earlier. Capi- 
talization is simple, consisting solely 
of 850,000 shares of $5 par value 
common stock on which current 
quarterly dividends of 40 cents a 
share should be continued. Financial 
position as of June 30th last was 
satisfactory, cash alone of roughly 
$3,000.000 exceeding current liabili- 
ties of $841,000. Sharply higher 
levels of activity in the automobile 
industry would seem to indicate a 
continued expansion in earnings. 
Sales to non-automotive customers, 
which accounts for about 20% of 
total operating revenues, should also 
record gains. Estimates are cur- 
rently being made that full year 
earnings will approximate $1.75 a 
share. There is the possibility that 
concerns of this type will partici- 
pate indirectly in war orders. We 
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are of the opinion that these shares 
are attractive for the modest yield 
obtainable and probable future mar- 
ket enhancement. Retention is 
counselled. 





Alpha Portland Cement Co. 


Considering that I bought Alpha Portland 
Cement common near its 1938 high—100 
shares at 19—is the present outlook favorable 
enough to acquire more at current prices of 
around 14? Has government and private 
building activity been affected by the war in 
Europe? What effect has foreign competition 
on sales?—Mrs. C. Le H., Burbank, Calif. 


Alpha Portland Cement Co., op- 
erating largely in the territory east 
of the Mississippi River, ranks as 
one of the leading domestic cement 
manufacturers. Sales along the At- 
lantic Coast suffer from competition 
from foreign producers. Deficit op- 
erations were reported in the five 
years through December 31, 1935. 
However, the concern has operated 
profitably in the past three years, 
with net income in 1938 amounting 
to 37 cents per common share, which 
figure was identical with that re- 
ported for 1937. Reflecting higher 
levels of construction activity in 
the first half of the current year 
Alpha Portland Cement was able 
to report earnings equal to $1.09 
per common share in the twelve 
months ended June 30th last as 
against only 2 cents twelve months 
before. Finances remain character- 
istically strong and no early change 
in present quarterly distribution of 
25 cents a share is anticipated. There 
is no funded debt or preferred stock 
preceding the 639.500 common 
shares in the capital structure. The 
war will have its effects on the in- 
dustry. The probabilities are that 
public and private construction 
activities will tend to slow up. Ap- 
propriations by the former have 
already shown a tendency to slacken. 
On the other hand, foreign com- 
petition will be less severe and 
should business activity warrant, 
demand for cement will be forth- 
coming from industrial concerns 
following programs of plant expan- 
sion and reconditioning. Conse- 
quently, we look for continued rela- 
tively satisfactory operating condi- 
tions in the cement manufacturing 
industry and since the subject con- 
cern has been able to maintain its 
competitive position in recent years, 
earnings should continue favorable. 
Present speculative holdings need 
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ing and the stock market position is presented; and that if 
I am not completely satistied with this Special Report I may 
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not be disturbed but we would not 
advise additional purchases at this 
time. 





Cuban American Sugar Co. 


On the basis of favorable reports of war's 
effect on Cuban American Sugar Co.’s busi- 
ness, I acquired 100 additional shares of the 
common at 10. I had previously bought 50 
at 8%. Should I continue to hold with the 
expectation of further appreciation ahead?— 


J. St. J., Boston, Mass. 


Cuban American Sugar Co. is 
said to be able to produce some 
2,300,000 bags of raw sugar annually. 
However, Cuban Government regu- 
lations, world market quotas and 
U. S. Government allotments have. 
in recent years, restricted output 
to about one-half of potential ca- 
pacity. Roughly two-thirds of total 
output finds its way to the U. S.. 


50% is sold on the world market 
ond the remainder has been con- 
sumed in Cuba. A small refinery 
is located in Cuba and another some- 
what larger is situated at New Or- 
leans. Because of the political con- 
trol exercised over sugar producing 
companies, earnings in recent years 
have been quite erratic. Losses were 
incurred for a five year period end- 
ing September 30, 1934. Profits then 
rose in three successive years to the 
equal of 74 cents per common share 
in the year ended September 30. 
1937 only to fall back to a loss of 
77 cents a share in the year ended 
September 30th last. No interim 
earnings reports are issued, but in- 
dications are that some improvement 
in earnings will be shown in the year 
to end September 30th, 1939, al- 
though a loss on the common is 
expected. Finances continue strong 
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and it is possible that some reduc- 
tion may be witnessed in present 
preferred dividend arrears of about 
$55 a share. in the not too distant 
future. War having been declared 
in Europe, prices for both raw and 
refined sugar have risen in all mar- 
kets. Although there is as yet no 
evidence of large scale purchases by 
the belligerent nations and the re- 
cent suspension of quotas in this 
country, has under the law, increased 
the tariff on Cuban raw, sales and 
earnings of subject company should 
record substantial betterment over 
coming months. Because of their 
dependence on _ politics and the 
vicissitudes of wind and weather, 
sugar shares are naturally highly 
speculative. However, in view of 
the relatively favorable outlook for 
the industry at this time, we be- 
lieve that present holdings should 
be retained for further price ap- 
preciation. 





The Outstanding Steels— 
National and Inland 





(Continued from page 673) 


first glance entirely different, yet 
the important elements are the 
same. Inland grew out of a small 
business, never participated in what 
could be called a merger, yet like 
National put its faith in steel men 
and in finding a market. The steel 
men were the Block brothers, who 
have been in the business all their 
lives, and the market in Inland’s 
case was the Chicago territory. Con- 
siderable credit, too, must be given 
two subsidiaries—Joseph T. Ryerson 
& Son and the Milcor Steel Co.— 
for Inland’s progress. The former 
is one of the largest merchandisers 
of steel products in the country 
and the latter specializes in steel 
building materials. Between the two, 
it is estimated, they are capable 
of accounting for close to a third 
of total profits. 

Like National, Inland may have 
been lucky in its situation with re- 
spect to a rich market. Its Indiana 
Harbor works taps a district rated 
second in the whole country, and 
Inland is the second largest in the 
district. Although its capacity is 
small compared with several com- 
panies, its location makes it a very 
big frog in a puddle of respectable 
size. Again like National, costs are 


kept down by cheap transportation, 
and integration is achieved by large 
holdings of raw materials — coal, 
iron ore and limestone. 

While stock has been used to 
purchase smaller companies, the 
total outstanding is modest for the 
size of the business and substantial 
earnings on the 1,577,005 shares 
are nowadays taken for granted. 
Dividend policy has been conserva- 
tive, enabling the company to fi- 
nance much of its expansion out 
of earnings. In this way about 
1,000,000 tons of ingot capacity have 
been added to the 1,800,000 exist- 
ing in 1929 without incurring 
any large debt. Bonds outstanding 
amount to $51,800,000. and as al- 
ready noted there is no_ preferred 
stock. Current assets of $48,140,000. 
at the year-end including $17,544,000 
in cash, were 6.3 times the current 
liabilities of $7,685,000. 

What little disparity exists be- 
tween the two companies is most 
easily expressed in_ price-earnings 
ratios. At 95 Inland is selling at 30 
times last year’s earnings, while 
National at 78 is selling at 26 times 
earnings. Ten vear average earn- 
ings of Inland amount to $4.30 per 
share, so the stock is selling at 22 
times this highly theoretical figure. 
National sells at 20 times its ten 
year average earnings of $3.85 per 
share. If we take 1937 results as the 
criterion, National is selling at 9.5 
times recent peak earnings and 
Inland at somewhat under 12 times 
its corresponding figure. Ingot ca- 
pacity per share is 1.55 for National. 
1.77 for Inland. 

Since Inland is still rather more 
definitely committed to the heavy 
steel products. with close to half 
its capacity in bars, rails, plates and 
structurals, a real boom in. steel 
would undoubtedly mean more to 
its income figures than to those of 
National. On the other hand a big 
automobile year could easily lift 
National’s income to a new record 
well in excess of anything yet seen. 
Kither or both developments are pos- 
sible. Opinion on the likelihood of 
the one or the other is probably 
the soundest basis for deciding be- 
tween the two issues. And there 
is one comforting thought in at- 
tempting a difficult decision—unless 
the steel industry is headed for 
another sizeable slump, a mistake 
in choice between National and 
Inland will be simply a case where 
good results might have been better. 





Six Stocks For War Market 
Profits 





(Continued from page 680) 


was equal to 99 cents a share as com- 
pared with $381,317, or 31 cents a 
share in the first six months of 1938. 
Giving tangible recognition to re- 
covery in earnings and improved 
prospects, directors recently declared 
a dividend of 25 cents, the last previ- 
ous payment having been made in 
December, 1938. 

At the end of last June the com- 
pany reported current assets of 
$8,516,396, including cash of $2,280,- 
255. Current liabilities were $1.- 
$41,149. On June 1, last, the com- 
pany retired all of its preferred stock 
without resort to additional finane- 
ing, at an annual savings calculated 
to be equivalent to 15 cents a share 
for the common stock. 

Giving effect to the possibility of 
well sustained earnings throughout 
the second half of the year, the com- 
pany for all of 1989 may show $2 a 
share, or better, available for the 
common stock. Quoted around 17, 
the shares appear reasonably priced 
in relation to prospective earnings 
and in their price group, appear to 
offer an interesting speculative 
opportunity. 





The Boom in Shipbuilding 





(Continued from page 667) 


point of size and possibly surpass it 
in efficiency. Meanwhile, if cash and 
carry does not prevent, it seems 
likely that the approximate 25% of 
this country’s foreign trade carried 
in American vessls may be substanti- 
ally expanded. In this connection it 
is of interest to note that in 1921 
over half of our foreign trade was 
transported in domestic bottoms. 


War has brought demands from 
seamen for bonuses and also higher 
war insurance rates. An offsetting 
factor, however, has been a sharp 
increase in shipping rates and it is 
quite possible that higher  earn- 
ings will be forthcoming for the 
better situated shipping lines despite 
profit limitations on operations of 
subsidized vessels. 

Increased profits are also in pros- 
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115", Points Profit... 


in 10 Stocks During September 


THis is a summary of the profits made available to FORECAST subscribers on 10 selected 
common stocks definitely recommended as short term commitments on Saturday, September 
2nd and closed out by Wednesday, September 27th. Here is the complete record: 


Advised Closed Points 





at Out Profit 
RS ena OL Oe an Trading Advice ....._ 27%, 381/, 101/, 
American Smelting .......... " - slang Se 56 8 
Bethlehem Steel ................ S ews 69 951/, 261/, 
Republic Steel ................ Unusual Opportunity 20 28 8 
Fairbanks Morse ............ * « 331/4 391/, 61/4 
rn odie Sh inn hoe ins ” * 201/4 22 13/, 
Westinghouse Electric ........ Bargain Indicator 1041/, 1191/, 143/, 
a ane 7 * ie 941/, 161/, 
Hercules Powder ............ - « ... 78, 953/, 175/, 
St. Joseph Lead.............. - * ... 89, 45 53/4 


33 points paper profit is also shown on 5 additional short term advices made Saturday, 
September 2nd. FORECAST subscribers know that we shall advise them when to take these 
profits . . . hold buying power in reserve or switch to other potential market leaders. 


New Protit Opportunities Are At Hand! 


Through our three active programs—Trading Ad- 
vices, Bargain Indicator and Unusual Opportunities 
—you will be advised . . . by telegraph and by mail 
. . - what and when to buy and when to sell for short 
term profits. We will have you cut losses short and 
let profits ride, contracting or expanding your posi- 
tion as we anticipate pronounced market weakness 
or strength. 


With your investment capital, you may build up a 
backlog of securities for protection, income and ap- 
preciation through our Longer Term Recommenda- 
tions sent exclusively by mail in our Weekly and 
Special Bulletins. These advices are also kept 
under our constant supervision. In addition, you are 
always welcome to our extensive and continuous 
consultation service. 





Our new campaign for short term profits is now getting under way. To partici- 
pate in it, subscribe to THE FORECAST ... TODAY. Only 5 points profit on even 
a 25 share commitment will cover the cost of our complete service for a full year. 





FREE 
Service 
to 
Now. Ist! 


We serve only in an advisory 
capacity, handle no funds or 
securities and have no finan- 
cial interest in any issue or 
brokerage house. Our sole 
objective is the growth of 
your capital and income 
through counsel to minimize 
losses and secure profits. 
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THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET NEW YORK, N. Y. 
I enclose () $75 to cover a six months’ test subscription [] $125 to cover a full year of The Investment 
and Business Forecast with service starting at once but dating from November 1. I understand that 


regardless of the telegrams I select, I will receive the complete service by mail. [) Check here if 
FREE Air Mail is desired in the United States and Canada where it expedites delivery of our bulletins. 


CABLE ADDRESS: TICKERPUB 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our 
Private Code after our Code Book has had time to reach you.) 


gy UNUSUAL Low priced Common Stocks for Market Appreciation. Two or three wires a 
month, on average. Maximum of five stocks carried at a time, $1,000 capital 
OPPORTUNITIES sufficient to buy 10 shares of all recommendations on an outright basis. 
j Active Common Stocks for Short Term Profit. Two or three wires a month, 
d TRADING on average. Maximum of five stocks carried at a time. $2,000 capital suf- 
ADVICES ficient to buy 10 shares of all recommendations on an outright basis. 
Dividend-paying Common Stocks for Profit and Income. One or two wires a 
O BARGAIN month, on average. Maximum of five stocks carried at a time. $2.000 capital 
INDICATOR sufficient to buy 10 shares of all recommendations on an outright basis. 
TROIS a laa ere he ea own Saleen ee male ew aeee CAPITAL OR EQUITY AVAILABLE..........++- 
0 | ae anne a ee erereereterre errs rrr Te Te Cee TTA a eC Lo 
GU ie ee. acon Doe RL he Tee CEOS Uae WWANE oo ccc rev swieeccdsecerecasscawes Oct. 7 


Continuous Consultation Service Provided. List Your Securities Now for Our Analysis. 
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pect for the principal shipbuilding 
concerns though the situation is not 
entirely without drawbacks. In the 
first place, all profits in excess of the 
contract price realized by a yard 
building a subsidized vessl must be 
returned to the Government and all 
expense allocations must be ap- 
proved by the Government. Also, 
many new engineering problems are 
being encountered, which is not sur- 
prising in view of the long moribund 
state of the industry, and some com- 
panies are finding it difficult to 
secure technical management. A 
scarcity of skilled labor in some lo- 
calities is another problem. 

Finally, it must be remembered 
that the shipbuilding industry, as 
things stand today, is entirely de- 
pendent on the Government for its 
present and prospective prosperity— 
and Government policies have been 
known to change. Though there is 
no reason to believe at this time that 
the merchant marine reconstruction 
program will not be carried out in 
full, and perhaps even extended, the 
fact nevertheless remains that with- 
out it our shipyards would again fall 
idle for there is much overcapacity 
in world shipping and, even if there 
were not, the higher level of con- 
struction costs in this country would 
preclude competition with foreign 
yards in the absence of subsidies. 





High Grade Bonds Put 
Bull Market High Behind 





(Continued from page 659) 


the bulk of the selling has been a 
manifestation of mass psychology, 
a veritable stampede spurred by the 
threat of war. 

Early in the month the Treasury 
stated that the country was now in 
a period of transition from a period 
of “very easy money to one of easy 
money,’ a not unreasonable ex- 
planation. But apparently manv 
bondholders were in no mood to 
listen to reason. They sold anyway, 
until prices began to look like any- 
thing but a period of easy money. 

To many investors bonds are no 
longer to be desired, and for reasons 
which are rather definitely settled 
in their own minds. The specter of 
inflation has again returned to 
plague them, and might easily be- 
come much more menacing should 
the United States be drawn into the 


war. Conservative investors had 
grown weary of trying to find good 
bonds that would yield anything in 
the way of a reasonable return and 
were content to let their cash re- 
main idle. This attitude was gath- 
ering force even before the war 
broke out and might otherwise have 
been responsible for bringing about 
“ more normal transition from very 
easy to easy money. Bonds have 
also been sold and funds diverted 
to stocks, seeking capital gains and 
larger dividends. 

Behind much of the selling un- 
doubtedly lies the philosophy that 
sooner or later the United States 
will be forced into the war, invok- 
ing fears as to the effects upon Gov- 
ernment credit and interest rates. 
This entire prospect conjures up 
such a fateful picture that it is ex- 
tremely difficult to know what to do 
much in advance of the actual event. 
However, until that contingency be- 
comes more real than it is at the 
present time, the wisdom of upset- 
ting one’s entire financial pattern 
to the deterioration of essential in- 
come is questionable to say the least. 

Unless something unforeseen in- 
tervenes, the high grade bond mar- 
ket may shortly find its normal 
level. The withdrawal of Federal 
Reserve support from the Govern- 
ment bond market is a step in the 
right direction and in the end should 
do more to restore public confidence 
in the Government’s credit and 
bonds than any attempts to put an 
artificial cellar under prices. 

The same conditions which ap- 
pear to betoken somewhat higher 
interest rates should in time 
strengthen the position of many 
second grade bonds. Increasing 
business activity presages better in- 
terest coverage and improving 
finances. While the bottom was 
dropping out of high grade bonds, 
prices of second grade were rising 
with almost equal vigor. Purchase 
of second grade bonds must be un- 
dertaken frankly as a speculative 
venture, although at that many of 
them probably represent more 
worthwhile mediums than many of 
the stocks which have been avidly 
sought on the strength of their war 
background. 

As between high grade and sec- 
ond grade preferred stocks, prices 
have shown a direct relationship to 
the trend in high grade and second 
grade bond prices. Prices of the 
erstwhile popular storm-cellar stocks 
have likewise declined with the bond 


market, holdings apparently being 
switched to the more volatile stocks. 
It is true, of course, that many of 
the companies which can be counted 
on to make a good showing, even 
when general business is poor, woul.] 
not experience the same lift to earn- 
ings as the more cyclical companies. 
Their earnings gains promise to be 
of more modest proportions but the 
bond investor or the investor to 
whom income is vital would be ill- 
advised to throw in his lot with the 
“war babies.” 





The Merchandising Stocks 
Have Better Days Ahead 





(Continued from page 677) 


normal margin between wholesale 
and retail food prices has been re- 
stored and inventories are down to 
a point commensurate with demand. 
The public too, was quick to rally 
to the defense of the chains when it 
became apparent that support of 
the independent storekeeper was at 
their expense. In many states ex- 
orbitant levies have since been de- 
clared illegal. The general merchan- 
dising methods have been revamped 
by most food chains. In the place 
of large numbers of small stores 
bringing in low returns, they have 
substituted super markets in picked 
locations. These are able to serve 
customers on a more efficient basis, 
and have stepped up sales consider- 
ably. Among the companies that 
show signs of making a strong come- 
back are Kroger Grocery and First 
National Stores. On the more con- 
servative side Jewel Tea is outstand- 
ing. Strongly entrenched, its earn- 
ings in 1938 almost equalled the 1929 
figures, and the $4.00 dividend is re- 
garded as secure. 

A recent survey of distribution 
costs by the Twentieth Century 
Fund reveals that out of every dol- 
lar spent by the consumer about 59 
cents goes to cover the various dis- 
tributing operations and 41 cents ts 
for production costs. This at first 
glance appears to be grossly out of 
line, but a review of the facts shows 
that only in a few instances can it 
be stated with certainty that costs 
are too high on a purely economic 
basis. For one thing more goods 
reach the consumer in a finished state 
than was the case a few years ago. 
Baking, dress-making, canning, and 
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a hundred other things are no longer 
done in the home. Geographical 
and other considerations have made 
it advisable to centralize production, 
with a corresponding increase in 
shipping distances. Retail costs in- 
clude all these facts. The industries 
that were criticized, however, are 
those in which essentially the same 
product is marketed under different 
standard trade names, and the tre- 
mendous costs of the competitive 
battle that is constantly being waged 
must be carried by the public. 
Drugs, tobacco, cosmetics, and soaps 
might be included in this group. 


In summation—the merchandis- 
ing companies will in most instances 
be affected only indirectly by the 
war in Europe. That is to say, the 
influences of developments on our 
economy will be felt, but only a few 
companies will experience sharp re- 
actions. The mail order houses stand 
to profit as we have seen, and in the 
chain group Woolworth will for the 
time being have difficulty in realiz- 
ing on its English investments. The 
general trend is strongly up in all 
parts of the nation, and is a correla- 
tive action with the pronounced in- 
crease in industrial and business ac- 
tivity. That spectacular gains will 
be made is not to be expected, but 
companies such as Penney, G. C. 
Murphy, Kress, May Department 
Stores, First National Stores, H. L. 
Green, Sears and Montgomery Ward 
will turn in good reports. 





Rising Profit for "St. Joe" 
Lead 





(Continued from page 665) 


and which normally refines about 
one third of the output. In 1923 
all the mining interests of the Fed- 
eral Lead Company, then a sub- 
sidiary of American Smelting and 
tefining were acquired for $10,000,- 
00 in cash and notes. A provision 
of this sale has become increasingly 
important as the years went by. 
It stipulated that American Smelt- 
ing must smelt and refine two-thirds 
of St. Joseph’s output for a period 
of thirty years. This was an ex- 
cellent deal for the company’s pro- 
duction has been moving up, and so 
have labor costs. Besides its own 
production the company buys and 
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resells virtually all the pig lead out- 
put of Bunker Hill & Sullivan Min- 
ing and Concentrating Co. 


The capital structure of the com- 
pany is simple. With neither funded 
debt nor preferred stock outstand- 
ing, ownership rests entirely in the 
hands of the holders of 1,955,690 
shares of common stock. In 1931, 
the company issued $8,000,000 of 
514% convertible bonds. After con- 
siderable difficulty which arose over 
points of difference between the 
then new S. E. C. and St. Joseph, 
the issue was refunded by an equal 
amount of 4% debentures, giving 
St. Joseph a considerable saving in 
interest charges. Increasing busi- 
ness enabled it to retire these bonds 
gradually. and by 1936 the capital 
stock was the only claim on earn- 
ings. 

Considering the volatile nature 
of the business it conducts, St. 
Joseph Lead has an outstanding 
earnings record. It has actually 
done better over a long period than 
many other companies engaged in 
what at first glance appears to be 
a more stable business. In only 
one year throughout the depression 
did it report an operating defict— 
and that was but 66c per share. The 
following year, 1933, was the first 
time in forty-five years that it was 
forced to skip the dividend. In 1937 
earnings of $3.86 per share were 
reported and were the best since 
the 1929 figure of $4.99. Last year 
the company earned $.84 per share 
of which 60% is estimated to rep- 
resent the sharp increase during the 
last quarter. At the present rate 
indications point to a twelve months 
total for this year in the neighbor- 
hood of $3.00 per share. 


The war has changed the outlook 
for the company as it has changed 
it for every industrial enterprise. 
Added to the domestic demand that 
an upswing in activity has brought 
is the competitive force of muni- 
tions requirements. In normal years 
this amounts to about 6% of total 
production, but as tremendous quan- 
tities of shells are used, this per- 
centage will rise sharply. European 
production is naturally paralyzed to 
a great extent. This has already 
been reflected in arrangements to 
increase the production of the South 
American properties of St. Joseph. 
Though it is not likely that the 
company’s business will triple as it 
did during the first vears of the last 
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WHAT'S AHEAD FOR 
THE STOCK MARKET NOW? 


Now, with the market entering a more 
selective phase, you must keep abreast 
of developments that may forecast im- 
proved earnings for individual com- 
panies and industries. 


The Magazine of Wall Street in its 
fortnightly issues informs you of every 
significant happening in the fields of 
business, economics, politices—and _in- 
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Many new profit opportunities are di- 
rectly ahead for the alert, informed 
investor. To let you take advantage of 
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World War, greater productive ca- 
pacity coupled with more efficient 
methods should result in a market 
advance in earnings if war is pro- 
tracted. 

Currently selling around 44 the 
stock of St. Joseph Lead is close 
to the high for the year of 4914 and 
a long way from the low of 2714. 
This might seem to be high in view 
of the $.75 per share dividend that 
has been paid thus far. However, 
the stock sold at 49 last year and 
reached 65 in 1937. In the light of 
current prospects it does not seem 
to be over priced. On the contrary, 
the demonstrated ability of the com- 
pany to respond to favorable con- 
ditions make the security worthy of 
consideration as a vehicle offering 
participation in both the domestic 
improvement and the demands that 
the war in Europe will make. 





Machine Tool Demand 
Soaring 





(Continued from page 663) 


heavy steel castings and steel rolls, 
as well as road scrapers and mis- 
cellaneous castings. In addition to 
the steel industry, the latter com- 
pany draws customers from heavy 
construction, shipbuilding, railroad, 
machinery and electrical equipment. 
Replacement orders tend to rise 
sharply with increasing steel activity. 
K. C. Gardner, vice-president of 
United Engineering & Foundry re- 
ports a “tremendous” increase in the 
number of inquiries for steel mill 
equipment since the beginning of 
September and business in new rolls 
has been moving ahead at a rapid 
pace. 

Fairbanks, Morse & Co. is one of 
the leading manufacturers of Diesel 
engines, offering a complete line of 
Diesel power plants for utility, in- 
dustrial, agriculture and marine ap- 
plication. The greatly accelerated 
shipbuilding program promises to 
provide an important source of new 
business over the coming months. 
Another company which stands to 
benefit from shipbuilding activity is 
Foster Wheeler, manufacturing 
steam boiler equipment, brass and 
copper piping. Worthington Pump & 
Machinery likewise should feel the 
impetus of increasing marine con- 
struction and industrial activity. 
The company is a leading producer 


of industrial machinery, including 
compressors, steam turbines, feed- 
water heaters, pumps, condensers, 
Diesel and gas engines, pneumatic 
tools and rock drills. Also prominent 
in the manufacture of rock drills and 
pneumatic tools are Ingersoll-Rand 
and Chicago Pneumatic Tool. In- 
gersoll-Rand makes an extensive line 
of mining, quarrying and tunneling 
equipment, as well as air com- 
pressors, rock drills, pneumatic tools 
and oil and gas engines. Chicago 
Pneumatic Tool is not only one of the 
leading makers of pneumatic tools 
but the company is also identified 
prominently with electric tools, port- 
able and stationery compressors, 
Diesel engines, rock drills, etc. For- 
eign business is sizable, although to- 
gether sales in the United States and 
British Empire normally account for 
about 90% of the total. Current 
demand promises to be aided by 
larger takings by the shipbuilding, 
aircraft, construction, automobile 
and electrical equipment industries. 

Link-Belt Co. manufactures a 
wide variety of conveying and power 
transmission machinery and all types 
of malleable and steel chains. Other 
products include power shovels, vi- 
brating screens, pumps, cranes, stok- 
ers and _ miscellaneous products. 
Widely diversified outlets should 
assure the company full participation 
in general industrial expansion and 
rehabilitation. This is also likely to 
hold true in the case of American 
Chain & Cable, manufacturing all 
types of chain, as well as wire and 
cable, cranes, chain hoists, malleable 
castings, wrought iron and steel bars 
and shapes and electric steel castings 
and fittings. 

Among various specialty manufac- 
turers, such companies as National 
Supply, Byron Jackson, and Pitts- 
burgh Screw & Bolt have in the past 
participated importantly in expand- 
ing industrial activity and there is 
every reason to believe that they 
will be similarly favored in the 
months ahead. Both National Sup- 
ply and Byron Jackson manufacture 
oil field tools and operating equip- 
ment. The latter company also 
makes centrifugal and turbine pumps 
for a wide variety of industrial uses 
while National Supply’s pipe divi- 
sion normally contributes nearly half 
of total revenues. Pittsburgh Screw 
& Bolt is one of the largest manufac- 
turers of a complete line of bolts, 
nuts, screws, rivets, rods, etc. 
Brightening the company’s outlook 


is the growing revival of railroad 
equipment building, one of the chief 
outlets for its products. The com- 
pany also has a stake in the aircraft 
industry by virtue of the develop- 
ment of a hollow steel airplane pro- 
peller. 

It must be obvious that of the 
numerous companies herein men- 
tioned, a great majority owing to 
their close association with the heav- 
ier or producers’ capital goods in- 
dustries are subject to wide cyclical 
variations in earnings. In fact they 
typify the prince and pauper type of 
business. For this reason their 
shares must be recognized as frankly 
speculative—not the type of com- 
mitment which can be held with any 
considerable assurance under all 
conditions. In their favor at the 
present time, however, are conditions 
which in the past have produced sub- 
stantial earnings gains and higher 
quotations. 





What to Expect of 
Commodities 





(Continued from page 657) 


the price trend from this point on; 
wage earners will be hurt. Granting 
that a better level of industrial ac- 
tivity is almost certain to bring 
higher wages and salaries, it is doubt- 
ful if the increases will keep up with 
the rising cost of living. It is calcu- 
lated that the cost of goods pur- 
chased by the urban lower income 
groups this last summer were more 
than 20% above the level in the 
five years preceding the World War. 
These prices, however, were almost 
as far below the average for the 
decade ending in 1929. The trend 
is definitely toward the level of the 
twenties rather than toward that 
of 1914 and it will undoubtedly have 
its effect on wages, taxes, interest 
rates, living standards, currency 
values, investments and_ business 
conditions. Higher prices will stim- 
ulate production and bring the threat 
of a reckoning to come. But pro- 
vided the markup in commodities 
settles down to a pace nearer that 
of the last two or three weeks than 
that of the first few days after war 
was declared there is no reason to 
doubt that the net, broad results 
will be beneficial to the national 
economy. We have more to gain 
than to lose from a rising price level. 
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The War's Effect on Leading 
Industries 





(Continued from page 654) 


tries, notably in motor trucks and 
tractors, as well as in Diesel and non- 
automotive equipment made _ by 
certain automobile manufacturers. 
General Motors, because of the 
considerable diversity of its prod- 
ucts, would no doubt come in for 
a big share of any war orders that 
develop. On the whole, however, 
makers of passenger cars, trucks and 
tractors have more to gain in the 
domestic market than from direct 
war business. The recent spectacu- 
lar advance in U. S. business activity 
has already greatly stimulated retail 
demand for 1940 passenger cars. It 
would take only a relatively moder- 
ate gain in national income, with or 
without the help of large scale war 
orders, to make 1940 a 4,000,000-car 
year. 


METALS—It is worth noting that 
almost all non-ferrous metal stocks 
had only three days of spectacwar 
advance after the war broke out and 
that a goodly part of the maximum 
advance has since been cancelled. 
The outlook for the majority of such 
companies has been improved by 
moderately higher prices and sub- 
stantially increased domestic de- 
mand, but those who imagine we 
have a “war baby” situation here in 
anything like the degree in the 


World War will be disappointed. In 
the case of copper, as well as various 


‘ other non-ferrous metals, mines de- 


veloped since 1914 in Africa and 
South America now have the bulk of 
the export markets that U. S. cop- 
per had in the last war. In this field 
the benefits of a war boom would be 
indirect—generally profitable prices 
and participation in increased domes- 
tic industrial activity—rather than 
large scale exports to the British and 
French. 


OIL—A protracted war would sub- 
stantially increase our exports of oil. 
On the other hand, crude oil produc- 
tion is currently showing a rather 
large increase, in advance of propor- 
tionate increase in demand from 
abroad, and in our vast domestic 
gasoline market consumption has put 
the seasonal peak behind. The situ- 
ation may become vulnerable if, for 
any reason, foreign demand should 
prove to have been over-estimated 
and if cooperative control of produc- 
tion, through methods of proration, 
is not made more effective than it 
has been in 1939. It is not a sure 
bet that British and French demand 
for petroleum products will be 
enough to solve the industry’s inter- 
nal problems more than temporarily. 


AIRCRAFT—Because it is still 
relatively small and because of the 
tremendously increased emphasis 
placed on aviation in modern war- 
fare, the aircraft industry will be by 
far the most spectacular single bene- 
ficiary of the war. It is open to ques- 


tion how much foreign business can 
be handled, even if the neutrality 
law is repealed, since the industry is 
not far from capacity on present do- 
mestic orders and domestic orders in 
early prospect. Many plants are be- 
ing enlarged as rapidly as possible, 
but it is almost certain that the Gov- 
ernment will further boost its air- 
craft procurement program at the 
regular session of Congress early next 
year. 


RAILROADS, UTILITIES—The 
stock market has recently shown 
second thought on rail and utility 
equities, which were “orphans” in 
the first phase of the advance. The 
reasons are not hard to find. Re- 
flecting sharp business rise, consump- 
tion of electricity is now making new 
all time highs and car loadings in re- 
cent weeks have shown one of the 
most spectacular increases in many 
years. In neither field has there 
been any significant inflation of op- 
erating costs as yet, and even if war 
influences should tend to raise such 
costs the time lag would be rather 
lengthy, possibly as much as a year. 
Moreover, it is improbable that this 
war will raise costs of materials or 
labor in anything like the proportions 
of 1914-1918, since the supply of both 
commodities and labor is not only 
much bigger than in the World War 
period but bigger relative to prob- 
able demand. 


CONSUMPTION GOODS—The 
current boomlet in such consumption 
goods lines as rayon, woolens, cotton 





DIVIDENDS 


RECENTLY DECLARED 





Company Rate Period 
Alaska Juneau.................... 65 — 
American Home Products........... -20 M 
American Rad. & Stan. San 7% Pfd... 1.75 Q 
American Tel. & Tel............... 2.25 Q 
Atlantic Refining 4% “A” Pfd...... 1,00 Q 
Bangor Hydro-Electric.............. 30 = 
Bankers Trust of Detroit............. 20 — 
Bloomingdale Bros................. 183%, —— 
OMI Oo ooo ncceades 1.00 Q 
OM EN 6 5 oi. ois.ceccicccsvre's 2.00 Q 
California-Oregon Power 7% Pfd.... 1.75 Q 
California Packing 5% Pfd.......... 62/4 Q 
Calumet & Hecla.................. a3 ee 
Central Aguirre Assoc.............. 371% Q 
Davidson Bros., Inc................. 7%, — 
Detroit Gasket & Mfg.............. Pe — 
Dow Chemical 5% Pfd............. 1.25 Q 
Federated Department Stores........ «a5 — 
Se ae 25 Q 
General Finance................... .05 os 
General Foods $4.50 Pfd........... 1.1214 Q 


Stock of Stock of 
Record Payable Company Rate Period Record Payable 
10/9 11/1 Piewellaw Samat: . ...<.ecc ck cesiess 45 Q 10/ 4 10/14 
10/13 11/1 Hershey Chocolate................ 75 Q 10/25 11/15 
" i ; sth Indiana Pipe Line................. 20 —- 10/20 11/15 
/ / 3 ; 
10/ 5 11/1 Kennedy's Inc. $1.25 Pfd........... 31% Q 9/30 10/16 
’ nd RA ne RR ere 50 Q 10/ 4 10/14 
10/10 11/"1 Bi EeM eddie es von oenscc a 25 —— 11/10 12/1 
bod ts pte MacAndrews & Forbes............. 50 9/30 10/14 
10/16 10/31 semen California Machine........ 25 Q 9/30 10/16 
10/10 11/4 National Cash Register.............. 25 --- 9/3¢ 10/16 
9/30 10/16 Pacific Gas & Electric Namemedesese e's 50 Q 9/30 10/16 
10/31 11/15 Procter & Gamble Pfd.............. 2.00 Q 9/22 10/14 
10/2 10/16 Royal Typewriter.................. .75 — 10/ 5 10/16 
9/28 10/16 Southern California Gas 6% Pd...... 3712 Q 9/30 10/14 
10/11 10/20 pe ee 1.50 —— 10/ 4 10/14 
= 5 10/20 Thatcher Mfg. Pfd................ 90 Q 10/31 11/15 
chi — Union Oil of Califomia............. 2 —— 0/10 11/10 
10/21 10/31 United States Sugar................ 10 —— 10/ 5 10/20 
py pein Worcester Salt 6% Pid............. 1.50 Q 11/6 11/15 
J M—Monthly. Q—Quarterly. All d i 
10/40 48/4 er... Fre toms oan uarterly eclarations are on common stock 
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fabrics and shoes is an inventory- 
expansion phenomenon, founded on 
the changed price trend. There is 
no boom in consumption, as reflected 
in favorable but wholly unspectacu- 
lar retail trade figures. The price 
and volume cycles in these fields are 
frequently relatively short; and 
spurts of forward buying are always 
overdone sooner or later—more often 
sooner than later. The rayon indus- 
try will continue to hold the strong- 
est basic position. On the whole, 
even a protracted war would prob- 
ably influence prices rather more 
than physical volume, for, as com- 
pared with the huge domestic mar- 
ket, any probable increase in exports 
of textiles and shoes to belligerents 
or neutrals would hardly be of major 
proportions. Either termination of 
the price rise or reaction in prices 
could leave these lines in a vulnerable 
position. 

Among our more important indus- 
tries the motion picture field will 
continue to be one of the most promi- 
nent victims of the war. Foreign 
business is very important, amount- 
ing to as much as a third of revenues 
for some companies, and much of this 
has already been cut off. 

Merchandising enterprises—with 
the exception of Woolworth, which 
has a large stake in the British Isles 
—will not be directly affected by the 
war; but would be beneficiaries of the 
larger national income resulting from 
any increase in general economic ac- 
tivity attributable to war orders, as 
discussed in a special article else- 
where in this issue. 

Food processors have nothing to 
gain from war, which means that at 
best they would not be materially 
affected and at worst would be 
squeezed in profit margins if raw 
materials continue to rise faster than 
prices of packaged foods can be 
raised. The hard liquor industry 
will not be materially affected. There 
is likely to be some net loss in total 
exports of tobacco and tobacco prod- 
ucts, without offsetting domestic 


gain. 





Continental Can 





(Continued from page 669) 


degree be offset this year by the rise 
in tin plate prices as a result of the 
current upswing in business. The 
company is thought to have ac- 
quired considerable reserve inven- 


698 


levels. 
Capital structure consists of 200.,- 
000 shares of $4.50 preferred stock 


tories at somewhat lower 


and 2,853,971 shares of common. 
There is no funded debt. The pre- 
ferred stock was issued in October, 
1937, to pay off bank loans_ in- 
curred during its expansion program. 
A previous issue of $7 preferred was 
retired back in 1930. Because the 
company’s earnings show a w de 
seasonal variation, with the peak of 
production normally reached during 
the heavy canning quarter from July 
to September, reports are issued on 
a twelve months basis.  Further- 
more the company recently adopted 
the policv of making interim divi 
dend payments for each of the three 
quarters and then a final year-end 
disbursement consistent with earn- 
ings. Payments last year totaled 
$2 per share, and thus far this year 
$1.50 has been paid. 

The can industry is divided be- 
tween American Can with approxi 
mately 50% of total production, 
Continental Can with 25%, and 
thirty other companies that make 
cans as a sideline. Profit margins 
are narrow aid companies must rel, 
mainly on volume. Thus though the 
industry is constantly expanding, 
new companies have no incentive to 
enter it. The Robinson-Patman Act 
of 1936 further tightened this posi- 
tion by preventing reductions to 
large scale customers. This naturally 
resulted in a price cutting scramble 
for volume. 

Since a large percentage of the 
container companies’ business moves 
with the size of crops, indications 
are that sales of packers’ cans will 
be slightly under last year’s levels. 
Latest reports show that canners 
have cut their corn crop by 20%, 
their pea crop by 10% and the bean 
crop by 30%. The fruit crops to 
be canned, however, show a sharp 
increase. Canned peach _produc- 
tion is 20% ahead of last year when 
it stood at 14,000,000 cases. Indus- 
trial demand is way up with sales 
estimated at a 40% gain. Currently 
selling around 47 the stock of Con- 
tinental Can is conservatively priced 
in relation to demonstrated earning 
power. It does not range widely as 
the 51 high and the 31 low for the 
year thus far show. It can be 
counted on to move ahead with 
steady increase in industrial activity 
such as we are now experiencing. 
As a conservative investment offer- 
ing good income, therefore, it merits 
consideration for the long term. 





Evaluating Our New Foreign 
Trade Position 





(Continued from page 661) 


On precedent, our trade outlook 
south of the Rio Grande should now 
he the best in a generation. For 
during the last war until our en- 
trance in 1917. our share of total 
Latin American imports rose from 
25 to 55% while Britain’s dropped 
from 25 to 15% and Germany’s 
from 16% to zevo. Afterwards, 
however, Germany, with its Aski 
system. came back stronger than 
ever, accounting for over 17% of 
Latin American imports last year 
against 12% for Britain and 35% for 
the United States. 

If Latin American imports are 
fully maintained, somebody will fall 
heir to all of Germany’s business 
(machinery, iron and steel manu- 
actures, chemicals) and a good part, 
say half, of England’s (textiles and 
coal). If it were all to drop in our 
lap. it would increase our sales to 
Latin Acccrica by about two-thirds 
and our total world export trade by 
about 18%. The catch is that it is 
not all going to drop in our lap. 
Japan and Italy are going to get 
some of it—how much cannot be 
foretold. 

The great difficulty to be  sur- 
mounted if we are materially to in- 
crease our exports to countries south 
of the Rio Grande is that of somehow 
bringing buying power to our pros- 
pective customers. Our goods cam 
be paid for only (1) with gold or 
dollar exchange (of which their sup- 
plies are very limited), (2) with 
goods or (3) by means of long term 
financing by us. 

The first of these alternatives is 
obviously out and, as things now 
stand, a full solution of the problem 
cannot be obtained by recourse tv 
the second. Our chief imports from 
Latin America at present are cacao, 
coffee, bananas, sugar, flaxseed, cigar 
leaf tobacco and nitrates. Unfor- 
tunately, however, we cannot mate- 
rially increase our imports of these 
staples. And meat, grains, cotton 
and other agricultural products, as 
well as copper and oil, that comprise 
the principal output of several South 
American countries, we too produce 
in abundance. No doubt further 
progress toward increased mutual 
trade can be obtained via the recipro- 
cal agreement route, but not enough 
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entirely to bridge the gap between 
our non-complementary economies. 

That leaves only the third alter- 
native as a means of creating Latin 
American buying power. Entirely 
apart from our recent discouraging 
experiences in connection with Latin 
American loans and existing legisla- 
tion prohibiting further credit ex- 
tension to nations in default of out- 
standing dollar obligations, it is 
readily apparent that the problem 
of extending additional financial as- 
sistance to our southern neighbors 
is a tremendously difficult one. For, 
obviously, any obligation, to he 
worth more than the paper it is writ- 
ten on, must hold forth the pros- 
pect of ultimate repayment. 

Now, the only possible way such 
loans could be repaid would be for 
the borrowers greatly to increase 
their exports either to us or to the 
rest of the world. That in turn 
would require the development of 
new agricultural or industrial fields 
or enlargement of existing minor 
ones. ‘That should not be impossible 
in an area nearly three times the 
size of the United States, rich in raw 
resources and enjoying a wide range 
of climatic conditions. 

What it boils down to is that any 
financial aid we extend—and _ it 
might very well be in the form of 
equity money rather than loans— 
must be directed toward the building 
up of paying industries turning out 
products for which there will be a 
real export market. In the process, 
we could turn a nice piece of busi- 
ness supplying the required capital 
goods. It would be a big job, 
whether undertaken by their entre- 
preneurs or ours, but by no means an 
impossible one. And it appears to 
be the only means by which a sound 
and lasting increase in Latin Ameri- 
can trade can be achieved. 





As I See It! 
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of possibilities of Hitler’s retirement 
and even liquidation. 

All in all, everything points to 
the fact that the Nazis have ma- 
neuvered Germany into a very bad 
position; that the Allies will be able 
to handle the situation adequately; 
that the Germans, once more, have 
shown themselves to be unfit and in- 
capable of being entrusted with great 
power. 
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As the Trader Sees Today's 
Market 
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doing so gains on the preferred, it 
will gradually be switched into the 
other issue. 

This system has had the effect of 
stressing investment for income dur- 
ing prosperous times and _ specula- 
tion for capital appreciation during 
slumps. Dividend return has been 
somewhat reduced through holding 
large amounts of common near the 
bottom when the common was not 
paying dividends, but this has been 
a negligible factor in comparison to 
the gains from switching. Further- 
more, the ready cash position has 
been of inestimable value, since it 
was built up during good times in 
advance of a depression when nu- 
merous opportunities for its profi- 
table employment are sure to exist. 


The tendency of the preferred stock 
to begin edging forward early in a 
recovery cycle has meant increasing 
common holdings at nearly perfect 
times in the past. 

The value of the total holdings 
has shrunk $70,000 from 1929 to 
date, but against this is the cash 
profit withdrawn of $38,000. With 
heavier holdings of common any 
further gain in the market will mean 
quick recovery on the paper loss, 
turned into additional cash on the 
way up. The owner might have 
saved money by selling everything 
in 1929, which he did not feel free 


to do, even if he could have fore- 
seen the whole future course of 
prices. As it is, he has combined 


investment and trading, conserva- 
tism and speculation, in such a way 
as to net a tidy profit over a straight 
holding policy without at any time 
diminishing his representation in the 
company. If more were doing this 
sort of trading, or whatever one 
chooses to call it, the market would 
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be a far saner, broader affair. 

Attempts have been made to 
correlate the price of a stock like 
U. S. Steel with some controlling 
factor in its industry, in this case 
the rate of steel operations. It is 
true that the rate of operations gov- 
erns earning power, as shown by the 
accompanying chart, but a workable 
method of turning the relationship 
into a market guide is not easy to 
find. Not only are ‘there large 
variations between price and operat- 
ing rate, but between price and earn- 
ings as well. The rally in 1932 was 
practically unaccompanied by im- 
provement in the industry’s busi- 
ness, while the rally in the following 
year moved parallel to the steel 
rate; nevertheless both were dis- 
appointing except on a quick trad- 
ing basis. 

While it is pure coincidence that 
the price of the stock and the operat- 
ing rate of the industry should 
hold within a few points of each 
other during so many fluctuations, 
there is a psychological measure 
here that may at times be useful. 
Barring a basic change in the com- 
pany’s earning power on a given 
amount of business, the existence of 
a large premium in the price of the 
stock over the level of steel opera- 
tions indicates general confidence in 
the prospect—not necessarily over- 
confidence. Such a spread may en- 
dure for years at a time. When the 
two are close together, however, 
judging entirely by the past decade, 
business confidence is low, and we 
can be sure that the investor whose 
operations we have described is more 
likely to be adding to his common 
stock holdings than decreasing them. 





Happening in Washington 
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is going to take a stand on any in- 
dustry, here is its chance. 


Wage-hour administration for some 
time has been scheduled for a shake- 
up before minimum wage goes up 
and maximum hours come down Oc- 
tober 24. This statutory jump plus 
growing dissatisfaction are calcu- 
lated to cause new outbreak of at- 
tacks on the law and new impetus 
for its amendment, and the admin- 
istration is following its usual tactics 
of anticipating legislative action by 
shifting personnel. 
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